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The Federal Government’s 
Tennessee Valley Power Project 


No. 1: Its Genesis 


PRoBABLY no question of permanent governmental policy is of more vital 

present public interest and of a more controversial nature than that of the 

Federal development of water-power resources for various purposes in- 

cluding the generation and sale of electric power. This is the first of a 

series of articles in which the author discusses the genesis of the Tennessee 

valley project, the immediate and ultimate TVA power program, the 
TVA power policy, and its significance. 


By MARTIN G. GLAESER 


the Tennessee valley project 

have never been more succinctly 
yet comprehensively stated than in the 
words of its sponsor, the President of 
the United States. His plan begins, 
as did the proposals which preceded it, 
with a scheme for putting into general 
use the great war-time electric gener- 
ating station at Muscle Shoals, but is 
intended in its ultimate unfolding to 
be both a lesson in the conservation of 
national resources and in the potenti- 
alities of national planning. 


, \HE greatly extended purposes of 


As the President put it in his now 
famous announcement from Warm 
Springs last February: 


“Tt is clear that the Muscle Shoals de- 
velopment is but a small part of the po- 
tential public usefulness of the entire Ten- 
nessee river. Such use, if envisioned in 
its entirety, transcends mere power develop- 
ment; it enters the wide fields of flood con- 
trol, soil erosion, afforestation, elimination 
from agricultural use of marginal lands, and 
distribution of and diversification of indus- 
try. In short, this power development of 
war days leads logically to national planning 
for a complete river watershed, involving 
many states and the future lives and wel- 
fare of millions. It touches and gives life 
to all forms of human concern. 

“Many hard lessons have taught us the 
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human waste that results from lack of plan- 
ning. Here and there a few wise cities and 
counties have looked ahead and planned. 
But our nation has ‘just grown.’ It i is time 
to extend planning to a wider field, in this 
instance comprehending in one great project 
many states directly concerned with the 
basin of one of our greatest rivers. 

“This is in a true sense a return to the 
spirit and vision of the pioneer. If we are 
successful here we can march on, step by 
step, in a like development of other great 
natural territorial units within our borders.” 


HE President’s plan found legal 

expression in the Norris bill 
which was submitted early in April 
and received his signature on May 18, 
1933. In these articles we will be con- 
cerned primarily with the policy em- 
bodied in this act and with the way in 
which the Tennessee Valley Author- 
ity, the administrative agency set up 
by the act, is carrying out these pur- 
poses. 

We must not, however, divorce this 
discussion entirely from its historical 
setting, if only to give a glimpse of the 
long period of investigation and con- 
troversy of which this act is the cul- 
mination. As is the case with all gov- 
ernmental projects which mark a new 
departure in legislative policy, a volu- 
minous and highly controversial liter- 
ature has been engendered. 

A few years ago Professor Paul T. 
Homan, interpreting a Federal project 
with which the Tennessee valley proj- 
ect is often compared, used these 
words : 

“The Boulder Dam praiest by passing in- 
to law has now escaped from that mixed at- 
mosphere of investigation, negotiation, con- 
troversy, propaganda, and intrigue wherein 
for so many years it eluded the critical 
analysis of disinterested observers. 
Nowhere could there be found a compre- 
hensive and trustworthy account of the in- 
terests involved and the issues at stake. 
This has been due to the fact that the in- 
terests touched were so numerous and con- 


flicting and the prejudices aroused so ex- 
treme, as to elicit a clamorous avalanche 


of ex parte pleading before which one could 
merely retire into a position of watchful 
attention and reserved judgment.” 


Greene very much like this 
may, in truth, be said of the Ten- 
nessee valley project; with this differ- 
ence, however, that this piece of legis- 
lation is more likely to mark the be- 
ginning rather than the end of a new 
and possibly more embittered phase of 
the old controversy. 

In merest outline,’ the history of 
the Tennessee valley project begins in 
1824 with a suggestion by John C. 
Calhoun, President Monroe’s Secre- 
tary of War, that a survey be made of 
Muscle Shoals with the view of im- 
proving the navigation of the river. 
At a time when the country was look- 
ing for easier means of access to the 
virgin territory then known as the 
“Southwest,” this river with its tribu- 
taries commended itself as a natural 
waterway. After a preliminary sur- 
vey made in 1827, the Congress au- 
thorized an expenditure of about 
$700,000 for certain evanescent im- 
provements at Muscle Shoals. 

The river attained renewed promi- 
nence in 1872 when surveys conduct- 
ed by Army Engineers recommended 
further improvements, affecting this 
time primarily the open channel of the 
stream. In 1875 construction of a 
canal around Elk River Shoals was 
begun. There was much back and 
forth of discussion with the result that 
these and other navigational improve- 
ments were not finally completed until 

1 The reader interested in further historical 
and other details will find them conveniently 
summarized in an article by Ellis B. Kimble, 
in the Journal of Land & Public Utility 
Economics for November, 1933, vol. LX, p. 
325. He will also find there a map of the 


territory involved, giving the more significant 
locations. 
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1900 at a cost of approximately $3,- 
000,000. 


ae 1905 and 1912 there were 
further reports touching this 
time not only needed improvements 
for navigation but new public inter- 
ests in power developments are also 
reflected. The movement for conser- 
vation of natural resources was then 
at its heighth. Finally, in 1915, at a 
cost of $150,000 we get a detailed sur- 
vey of the Muscle Shoals section. 
This 37-mile long section of the 
stream divides it into an upper and a 
lower stretch where navigation is rela- 
tively unimpeded. Muscle Shoals, 
however, constitutes the narrow neck 
of the bottle. Above and below this 
section there is a considerable traffic 
movement in heavy and bulky com- 
modities, but very little traffic passes 
through this section on account of 
poor water conditions. 


Ww" the European war in prog- 
ress, the availability of Muscle 
Shoals as a site for the development of 
hydroelectric power was recognized. 
This could be turned to good account 
in the production of fixed nitrogen for 
explosives. Linked with this war-time 
demand was the increasingly urgent 
requirement that the loss of nitrogen 
due to cropping and soil erosion or 
leaching be made good not only upon 


e 


the once fertile lands in the valley but 
the country over. 

In the National Defense Act of 
June 3, 1916, Congress appropriated 
$20,000,000 for the production of ni- 
trates. After some investigation the 
process of the General Chemical Co. 
was taken over. This was a modified 
form of the Haber process which had 
been developed to commercial propor- 
tions in Germany. Nitrate plant No. 
1 was constructed to test out this proc- 
ess on a commercial scale. The exper- 
iment was not successful and the plant 
would have to be remodeled to salvage 
it. 


| Bye for the construction of Wil- 
son Dam (Dam No. 2) were ac- 
quired in 1917. With additional war- 
time appropriations, dam construction 
was actually begun in 1918. By 1921, 
with the dam about 35 per cent com- 
pleted, the work was brought to a halt 
due to lack of funds. In the mean- 
time nitrate plant No. 2, designed for 
the cyanamide process of nitrogen fix- 
ation, had been completed. This proc- 
ess consumed about four times the 
amount of electric energy as did the 
synthetic or Haber process. It was 
ready to produce when the end of the 
war came. 

In 1922 Congress appropriated 
$7,500,000 to continue work on the 


lic versus private ownership of public utilities, the other in- 


q “INCREASINGLY, the transcendent issue became one of pub- 


terests receding into the background. In its final formula- 
tion Federal ownership and operation of Muscle Shoals 
was demanded so that there might be provided a “yard- 
stick’ to measure the economy of private operation of 
power utilities and the effectiveness of their regulation by 


the state.” 


321 








PUBLIC UTILITIES FORTNIGHTLY 


Wilson Dam and appurtenant power 
plant. This was completed in 1925 
after a total expenditure of $45,000,- 
000. The two nitrate plants, together 
with ancillary steam plants, Waco 
limestone quarry, and connecting rail- 
way had cost about $80,000,000. 

In the meantime, through succes- 
sive appropriations beginning in 1922, 
Congress authorized a complete sur- 
vey of the entire Tennessee river ba- 
sin. At a cost of $1,090,000, data and 
reports are available upon which gen- 
eral plans for the development of the 
river and its tributaries may be based. 
With the effort to liquidate this war- 
time investment, the history of the 
project passes into that atmosphere of 
conflict which enshrouded it until it 
emerged in terms of the Norris bill. 


N the congressional struggle over 

who should be the agent to oper- 
ate these facilities three interest 
groups are to be distinguished. The 
farming interest, mobilized through 
the American Farm Bureau Federa- 
tion, advocated private operation un- 
der a 50-year lease for the production 
of fertilizer. The bids of the Ameri- 
can Cyanamide Co. and of Henry 
Ford may be taken as representing 
this point of view. 

The public utility industry stood to 
a man for private operation. The pro- 
posal of a joint committee of Con- 
gress in 1926 embodying a 50-year 
lease to thirteen allied power compa- 
nies had this solution in view. 

Under the leadership of Senator 
Norris the proponents of public own- 
ership and operation of power re- 
sources were as resolutely opposed. 
With this in mind he introduced his 
first bill in 1922. Twice this group 


was successful in securing the passage 
through Congress of bills designed to 
give public ownership and operation. 
President Coolidge thwarted the first 
in 1928 with a pocket veto. The sec- 
ond attempt in 1931 was vetoed by 
President Hoover. 

Increasingly, the transcendent issue 
became one of public versus private 
ownership of public utilities, the other 
interests receding into the back- 
ground. In its final formulation Fed- 
eral ownership and operation of Mus- 
cle Shoals was demanded so that there 
might be provided a “yardstick” to 
measure the economy of private oper- 
ation of power utilities and the effec- 
tiveness of their regulation by the 
state. It appears, therefore, that the 
President’s plan brought these various 
interests into a more comprehensive 
scheme and gave them a higher co6ér- 
dination. Viewed in their historical 
perspective, the objectives of the Ten- 
nessee valley project recapitulate the 
various public purposes which the past 
hundred years had evolved. 


Te first section of the act setting 
up the Tennessee Valley Author- 
ity as a corporation contains this gen- 
eral statement of purpose: 
“Maintaining and operating the properties 
now owned by the United States in the 
vicinity of Muscle Shoals, Alabama, in the 
interest of the national defense and for 
agricultural and industrial development, and 
to improve navigation in the Tennessee 
river and Mississippi river basins.” 

It is significant that the production 
of electric power appears only by im- 
plication. Broadly stated, this public 
corporation was set up to plan for the 
proper use, conservation, and develop- 
ment of the natural resources of the 
Tennessee river basin. 

The Tennessee Valley Authority is 
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sage 
d to Precaution against Efforts to Defeat Purpose of Project 
<9 66 HE sponsors of this legislation realized 
a that the corporation would, very likely, 
| by be operating in an atmosphere of open or 
covert antagonism. From the point 
— of view of its sponsors there were thus ade- 
ate quate reasons for taking the unusual precau- 
ieee tion in the act that the members of the board 
ule. must profess a belief in its feasibility and 
'ed- wisdom. Moreover, the corporation is protect- 
“wal ed by stiff penalties against any false entries 
wl on tts books, 16 
to 
er- ° ‘ ° ° ° P 
can, clothed with the powers of govern- est in this project is his power to re- 
the ment and is designed to have the flex- move any board member who offends 
the ibility and initiative of private corpo- against this general injunction of 
rain rations. It was organized in June, strict nonpartisanship. Otherwise, the 
rad 1933. The first board, appointed by directors may be removed from office 
or- the President with the advice and con- at any time by concurrent resolution 
aaa sent of the Senate, consists of A. E. of the Senate and the House. ; 
ua Morgan, president of Antioch Col- A directorship in the TVA is, of 
the lege, H. A. Morgan, president of the course, a full-time job. What is more, 
ast University of Tennessee, and D. E. directors may have no financial inter- 
Lilienthal, a member of the public est in any business that may be adverse- 
service commission of Wisconsin. ly affected by the success of this pub- 
ing Their term of office is respectively lic corporation. The ultimate in con- 
or- nine, six, and three years. Hence-  scientiousness was probably reached 
en- forth the term of office will be nine when Chairman Morgan turned over 
years. The annual salary is fixed at to the Secretary of State a list of all 
ties $10,000. personal property owned by himself 
= ieee board which directs the ex- 274 members of his immediate family 
for ercise of all the powers of the with the promise to file a comparable 
corporation is freed from the civil Statement upon leaving public office. 
service laws of the United States in — sponsors of this legislation 
on the appointment and promotion of all realized that the corporation 
m- employees. In the development of an would, very likely, be operating in an 
lic organization it is, however, charged atmosphere of open or covert antago- 
he with the duty of recognizing merit nism. No one surveying the literature 
p- and efficiency and is specifically pro- which deals with this project can fail 
he hibited from applying any political to note the mounting volume of criti- 
test or qualification. Indicative of cism, both friendly and unfriendly. 
is President Roosevelt’s personal inter- From the point of view of its sponsors 
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there were thus adequate reasons for 
taking the unusual precaution in the 
act that the members of the board 
must profess a belief in its feasibility 
and wisdom. Moreover, the corpora- 
tion is protected by stiff penalties 
against any false entries on its books, 
false reports or statements made on 
its behalf, and, most important of all, 
against conspiracies and collusive ar- 
rangements with intent to defraud it 
or defeat its purposes. 

The corporation is now vested with 
the ownership of all government prop- 
erties at Muscle Shoals, except navi- 
gation dam (Dam No. 1) and locks, 
and is operating these properties with 
the former personnel drawn from the 
War Department. Since 1925 the 
steam power plant has been leased and 
the output of surplus hydroelectric 
power sold to the Alabama Power Co. 
Thus the corporation has had at its 
disposal earnings from the sale of 
surplus power at Muscle Shoals. For 
the future construction of facilities 
to be used in whole or in part for 
the generation or transmission of 
electric power it may issue and sell, 
with the approval of the Treasury, 
government bonds to the amount of 
$50,000,000. It will be subject to 


an annual audit of its transactions 
by the Comptroller General, the cost 
of the same to be charged to the 
operating expenses of the corpora- 
tion. 
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AS a preliminary in accounting for 
fixed capital, the board is to 
make a thorough investigation of the 
“present value” of the Wilson Dam 
and of the steam plants appurtenant 
to the nitrate plants. This “present 
value” must then be allocated to: 


Flood control. 
Navigation. 

. Fertilizer. 

. National defense. 

. Power development. 


o> 3 eo 


In like manner the “cost” of all sim- 
ilar construction in the future is to be 
ascertained and allocated. When ap- 
proved by the President, these find- 
ings become the basis for keeping the 
“book values” of the properties. 

Publicity as to operations is provid- 
ed for in an annual report to the Pres- 
ident and Congress. Only two specific 
requirements are set down, evidently 
prompted by the “yardstick” idea: the 
report must include an itemized state- 
ment of the cost of power at each 
power station, and information must 
be supplied as to employees receiving 
in excess of $1,500 per year. A copy 
of the Comptroller’s report is to be 
available for public inspection at the 
principal office of the corporation. 

Against this background the imme- 
diate and ultimate program of devel- 
opment undertaken by the Tennessee 
Valley Authority will be sketched in a 
succeeding article. 


The second article of this series by Dr. GLaEserR will appear 


in the follewing issue of this magazine—out March 29th. 





NDER the new German “Editor’s Law” writing, reporting and edit- 
ing, or supply of pictures, becomes professional work, regarded 


under the law as a “public office” and subject to government regulation. 
This law, from start to finish, according to Marlen Pew of Editor 
& Publisher, establishes the Minister of Propaganda and Public 
Enlightenment as high priest of the business. 
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A Fair Deal Needed for Rival 
Forms of Transportation 


Duty of Congress to provide for the co- 
6rdination and regulation of all classes of 
carriers on an equitable basis. 


By M. C. WALTERSDORF 


tion program looking toward the 
solution of the railroad problem, 
it is believed that our regulatory poli- 
cies should be revised so as to remedy 
inequalities between competing forms 
of transportation, and codrdinate the 
several conflicting agencies into a 
smoothly functioning transportation 
system. This aspect of the problem 
should be given serious consideration 
before adopting a permanent pro- 
gram. Present regulatory policies in 
too large a measure tend to accentuate 
the problem. The evils growing out 
of the competition arising from the 
newer forms of transportation, the in- 
ability of our present regulatory ma- 
chinery to exercise unified control 
over the several agencies, and the 
changing character of traffic demand- 
ed by modern economic conditions all 
point to the need of a properly co- 
ordinated and regulated system of 
transportation. 
Although the railroad legislation 


T the adoption of any transporta- 


enacted by the special session of Con- 
gress was largely temporary, some of 
its provisions may have far-reaching 
and permanent regulatory possibili- 
ties. Since this act was intended for 
an emergency, its failure to deal with 
certain basic factors which accentuate 
the transportation problem can readily 
be understood. 

In the adoption of a permanent pro- 
gram Congress should consider means 
of revising our policies so as to rem- 
edy inequalities between competing 
forms of transportation, and codrdi- 
nate the several conflicting agencies 
into a smoothly functioning transpor- 
tation system. 


HE condition of the railroads has 

been intensified by the depression 
and certain other factors. A survey 
of traffic conditions shows that the 
freight revenue of Class 1 railways 
declined 49 per cent from 1929 to 
1932, while passenger revenue declined 
57 per cent. During this period the 
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gross operating revenue of the same 
roads decreased approximately 50 per 
cent. 

The capital set-up of the railroads 
as a whole is also a serious handicap 
to their credit. Practically three fifths 
of their capital structure is in the form 
of funded debt. Much of this top- 
heaviness in capitalization was created 
prior to the World War, and has not 
been modified since then. In fact be- 
tween 1913 and 1931 the railways in- 
vested over $7,000,000,000 in proper- 
ties, and it is a question whether more 
capital has not been invested in plant 
and equipment than will yield a re- 
turn at rates considered fair to the 
public. 


| oeampecnd the roads should have 
been more eager to pool their fa- 
cilities instead of continuing their 
wasteful practices. | Consolidation 
looking toward the elimination of all 
wasteful and uneconomic rail trans- 
portation, economies in operation, and 
improvement in service and public re- 
lations are likewise desirable, but the 
unfairness of the treatment accorded 
the railways compared with their com- 
petitors still remains. 

The railroads no doubt erred in 
lacking unity in plans to meet these 
new forms of competition. Down to 
the war they assumed a complacent at- 
titude of superiority, and adopted 
measures by which they sought to dis- 
credit this sort of competitive activ- 
ity in the eyes of the public. 

If management had been more alert 
in anticipating the new forms of com- 
petition, it is possible that some of 
the competitive ills annoying the rail 
carriers today could have been avoid- 
ed. Their superiority for decades was 
not seriously challenged. Long before 
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the advent of motor competition, they 
faced water competition, but this sort 
of rivalry did not prove to be serious. 
They met it either by better service, 
unfair practices, or minimized it by 
lowering rates where competition was 
effective, and recouped elsewhere. 

This complacency received its first 
set-back under the 1910 Amendment 
which provided that when a rate was 
lowered by a railroad to meet water 
competition, it could not again be 
raised except for some other cause 
than the elimination of this competi- 
tion. 

This was followed by the Panama 
Canal Act which forbade railroad own- 
ership in vessels operating through 
the canal. It also forbade owner- 
ship in vessels operated elsewhere 
unless it could be shown affirmative- 
ly that such operation was in the 
interest of the public. This amend- 
ment gave the water lines an unre- 
stricted opportunity to develop com- 
petitive strength. 


IX 1920 Congress again declared it- 
self in favor of water competi- 
tion. It adopted a policy aimed to fos- 
ter and preserve in full vigor both rail 
and water transportation. Moreover 
the long-and-short-haul clause was 
amended so as to restrict the discre- 
tionary power of the Interstate Com- 
merce Commission to grant relief to 
the railways in rail-water competition. 

In 1924 the government barge line 
operating on the lower Mississippi and 
in Warrier river in Alabama over 
which the government had assumed 
control during the war was turned 
over to the Inland Waterways Corpo- 
ration as an experimental agency to 
be used for the purpose of showing 
the practicability of competitive wa- 
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ter carrier service. To expand this 
inland water-way project additional 
capital was contributed to this corpo- 
ration in 1928, and work has been un- 
dertaken to deepen the channel of the 
upper Mississippi and provide ade- 
quate terminal facilities. 

Thus far private capital has not 
been attracted to any appreciable ex- 
tent. The barge line has generally 
improved in operating efficiency on 
both the upper and the lower rivers of 
the Mississippi, and its business is 
steadily increasing. Earnings on this 
project have been sufficient to cover 
operating expenses, including depre- 
ciation and surplus, but not interest 
on the capital invested, nor taxes. 


HIs Mississippi project is a com- 

prehensive undertaking including 
the Ohio from Pittsburgh to Cairo, 
and the Missouri from Kansas City 
to St. Louis. Recently the Federal 
Public Works Administration allo- 
cated $14,000,000 for river develop- 
ment between Kansas City and Sioux 
City, Iowa. This allotment by the 
government has been hailed as usher- 
ing in a new era in transportation 
which is likely to spell great industrial 
progress for Nebraska and surround- 
ing states. Probably the most ambi- 
tious project contemplated is the St. 
Lawrence Ship Canal. An intra-coast- 
al water-way system extending from 
Massachusetts to Florida is also un- 
der construction. Moreover trans- 


portation on the Great Lakes is sig- 
nificant. The iron ore fields located 
at the western end of the Lakes, and 
the steel industry which is centered in 
the Pittsburgh, Lake Erie, and Chi- 
cago districts make possible a water- 
rail haul from mine to steel plant 
which is virtually as short as any all- 
rail haul could be. There is also a 
heavy traffic on the Lakes in coal, 
grain, and flour as well as miscellane- 
ous traffic from port to port. 


HE railroads have challenged this 
water competition. 

They have raised the question of 
subsidy, especially in the case of proj- 
ects such as that of the Mississippi- 
Warrier river which the government 
is financing through the Inland Wa- 
terways Corporation, the proposed 
St. Lawrence project, and others. 
The government is operating this tax- 
free barge line which has the advan- 
tage of joint rates with the railroads 
in an endeavor to prove the feasibility 
of water transportation, and induce 
private capital to flow into the busi- 
ness. Public expenditures on a nat- 
ural water-way of this type may be 
justified in the interest of the public, 
but the degree to which government 
support should be extended in such 
undertakings is not easy to ascertain. 
Public funds should be spent only in 
cases where public interest is undeni- 
ably involved. Unfortunately many 
of our water projects have been advo- 


e 


of a government-owned corporation should be treated the 


q “THE continuance of operation for experimental purposes 


same as a private company. Continuance of operation 
should be tested in the light of its ability to bear full costs 
of operation, including maintenance, interest, taxes, and 


amortization.” 
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cated, and partially adopted by the 
log-rolling tactics of a politically 
minded Congress. 


 g fyetoepnsnred and traditionally 
such projects often are backed 
by self-seeking politicians, and by 
communities and organizations which 
stand to gain local advantages, and in 
part by individuals who sincerely be- 
lieve that water transportation is in- 
herently cheaper and more economical 
than rail transportation. Far too 
much public money has been expended 
for the improvement of water-ways 
from which the public has failed to 
receive a benefit commensurate with 
the outlay. 

The continuance of operation for 
experimental purposes of a govern- 
ment-owned corporation should be 
treated the same as a private company. 

Continuance of operation should be 
tested in the light of its ability to bear 
full costs of operation, including main- 
tenance, interest, taxes, and amortiza- 
tion. If water transportation is sub- 
sidized by the government, water car- 
riers are able to take away traffic from 
the railroads. Such a policy does not 
enable the railroads to compete on a 
plane of economic equality. 

The railroads should be permitted 
to enter this service through owner- 
ship of water lines upon giving as- 
surance that such facilities will be 
continued in common-carrier service. 
The idea that the public will benefit 
directly or indirectly by adhering to a 
policy of pitting one agency against 
another has long since been discarded. 


g & derive full public benefit from 
the rail and water lines in this ter- 
ritory the domestic water lines, public 
and private, should be placed under 
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, Federal regulation, same as the rail- 


roads, and be required to cover the 
full costs of the service. 

The railroads are facing an even 
more serious competitive situation in 
the development of motor transpor- 
tation. The expansion of this type 
of transportation has been so extraor- 
dinarily rapid since the war that the 
railroads have been caught unaware 
and unprepared to adequately meet 
this rivalry. The war provided a great 
stimulus to this form of transporta- 
tion. During the war and the decade 
following, there was a marked in- 
crease in the number of motor ve- 
hicles so that by 1932 over 24,000,000 
cars were registered. During the pe- 
riod from 1920 to 1932 the total num- 
ber of rail passengers of Class 1 roads 
declined 62 per cent. In terms of pas- 
senger miles there has been a decrease 
of 64 per cent during this period. The 
freedom from all kinds of restrictions 
to which the railroads are subject, 
convenience, flexibility, and economy 
in operation have combined to make 
the motor vehicle an agency used by 
a great number of American people 
who have become travel-minded, and 
who have abandoned the railroad. 


fete forms of trans- 
portation naturally followed the 
development of travel by private au- 
tomobile. Since 1920 bus transporta- 
tion has steadily increased in volume 
in local, intermediate, and long-haul 
service, and has become a factor of 
competitive significance. _ Consolida- 
tion of a considerable number of bus 
lines has in some cases produced a 
nation-wide organization. The indus- 
try under present policies, however, as 
a whole fails to provide the complete 
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rail- 
the Railroads, the Backbone of Transportation, 
ie Entitled to Fair Treatment 
1 in 6¢ S° long as the railroads furnish 
,0r- the backbone of our trans- 
ype portation system and bear such a 
ior- large burden of tax, it certainly can- 
the not be considered unfair to impose 
are reasonable regulation upon unregu- 
eet lated forms of comparable transpor- 
‘eat tation. Such policies are contrary to 
‘ta- public interest in that they sooner or 
ade later will result in losses, and are 
in- inequitable to shippers who are in- 
ve- terested in adequate, continuous, and 
00 dependable service.” 
pe- 
m- 
ids service of which it is capable, and ing traffic conditions and controlled by 
as- lacks financial responsibility. executives whose opinions vary as to 
ase [ has been estimated that busses, the solution of this problem. ; ; 
he measured in passenger miles, handle Some roads take a defeatist atti- 
ns approximately 26 per cent as much tude, maintaining that short-haul pas- 
ct, business as do the railroads. Between S¢nger traffic is unprofitable and might 
ny 1923 and 1930, which are fairly rep- 2° well be abandoned. Others are try- 
ke resentative years, the passenger reve- ‘8 different experiments in providing 
by nue of the roads suffered a loss of % Modified rail service, or have either 
le $418,000,000. Busses are said to acquired or organized lines which 
nd have been responsible for 20 to 30 per they are operating. — ’ 
cent of this revenue loss, while the The more progressive railways are 
remainder for the most part is attrib- beginning to think in terms of trans- 
s- utable to the increased use of private POrtation as a whole and not in the 
1e cars. To meet this bus competition "4tTOW sense of rail transportation 
- the railroads have improved their rail one. This is shown by the fact that 
a- service, and reduced railroad fares in i the United States last year 3,000 
1e the hope of stimulating travel, but in busses operated directly by railroads, 
al the main this practice has failed to © through affiliates or subsidiaries, 
yf prevent severe losses of travel. carried approximately 40,000,000 
1- Frequently plans for meeting this P@SS¢M8ers. This was equivalent to 
is passenger competition on the part of about one ninth of the total intercity 
a the railways have lacked unity as nat- bus traffic. 
- urally would be expected in the case HERE the bus service has been 
S of great railroad systems whose indi- codrdinated with the rail serv- 
e vidual lines are operated under vary- ice, the change has resulted in econ- 
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omy and better service. For distances 
not exceeding 150 miles bus service 
competes effectively with rail service 
even where the latter furnishes good 
service to the public. The rail service 
for long distances is decidedly supe- 
rior to bus service, and substantially 
lower bus fares do not offset the great- 
er time elapsed en route and the great- 
er discomfort of traveling by bus. 
Such lower fares fail to create a larger 
volume of traffic for the busses. Con- 
sequently it has been the policy of the 
bus companies to charge all that the 
traffic will bear and strive for a maxi- 
mum net profit. Furthermore, the 
policy consistently followed fails to 
take into account all the elements of 
cost involved in furnishing the serv- 
ice. 


WING to the enormous increase in 

the use of motor trucks the past 

few decades, there are over 3,000,000 
trucks registered at present. It has 
been estimated that motor truck 
freight, measured in ton miles, is 
about 6 per cent of the volume of 
freight traffic, and is responsible for 
annual losses in rail revenue amount- 
ing to several hundred million dollars. 
The motor truck has made the great- 
est inroads upon _less-than-carload 
tonnage, which for Class 1 lines 
dropped 71 per cent from 1920 to 
1932. As in the case of bus service 
the trucking industry is concerned 
primarily with short-haul business, al- 
though the average length of the haul 
appears to be steadily increasing due 
to the rapid extension of hard-sur- 
faced highways and the growing use 
of pneumatic tires on trucks. Nor- 
mally distance in each case is deter- 
mined by. a variety of factors such as 
density of population, the presence of 


jobbing centers, and available traffic 
on return haul. 


is the case of many classes of traffic, 

truck service has peculiar competi- 
tive advantages in that it is more com- 
plete, more flexible, and more expe- 
ditious, and more adapted to perform 
special service than rail carriers. 
However, judged from a broad public 
standpoint the peculiar advantages 
presumably inherent in this service 
are somewhat overestimated owing to 
the inequality of opportunity under 
which the rail and motor truck service 
is rendered. Not being adequately 
regulated it is being provided regard- 
less of scientific accounting or sys- 
tematized rate making. Obviously 
under such conditions the costs of op- 
eration vary widely being dependent 
upon whether the necessary allow- 
ances are made for operating expens- 
es, taxes, depreciation, and interest on 
investment. It is impossible to say to 
what extent this agency and the bus 
meet the additional costs of construc- 
tion and maintenance of the highways 
properly assignable to them. Doubt- 
less, a considerable part of this high- 
way traffic is carried at rates which 
are less than compensatory, and conse- 
quently fail to cover the full cost of 
the service. Marked variations in 
rates frequently exist. Apparently 
the principle followed in fixing truck 
rates is “what the traffic will bear” at 
any particular time and not a rate 
scientifically determined. 


Mor trucking falls into three 
classes, viz., common carrier, 
contract carrier, and the owner oper- 
ator truck. The common-carrier truck 
is subject to public regulation and 
obligated to serve without discrimina- 
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tion, but it comprises only about 15 
per cent of the operations of the truck- 
ing industry. About 20 per cent of 
the operators are contract carriers. 
These operators make separate con- 
tracts with shippers for the transpor- 
tation of their goods. They truck for 
hire. Being free from regulation ex- 
cept in certain specific areas, they are 
at liberty to take on profitable traffic 
and abandon the unprofitable traffic. 
On the other hand, the common car- 
riers have restrictions placed upon 
them through certificates of conve- 
nience and necessity, and therefore cp- 
erate at a distinct disadvantage com- 
pared with the former. 

The larger part of the trucking 
traffic is handled by the owner oper- 
ator; in fact about 65 per cent of the 
operators are owners of their own 
vehicles. This type of traffic is very 
comprehensive in scope extending in 
many cases from the retailer to con- 
sumer through the wide range of busi- 
ness relationships involving the whole- 
saler and the manufacturer. Its oper- 
ations include the trucking organiza- 
tions of some of our large business 
concerns which distribute from manu- 
facturer to wholesaler, to retailer, and 
to consumer. 

Such a unified system of distribu- 
tion offers a more highly flexible serv- 
ice, and is more complete from point 
of origin to final destination than the 
railroad. This service is especially 


7 


noteworthy as it applies to huge chain- 
store organizations with their inter- 
relationships of wholesale warehous- — 
es, retail stores, and manufacturers 
involving long-distance deliveries. 
Again in some cases it includes exten- 
sive trucking organizations which 
now are linked up with pipe-line dis- 
tribution of gasoline, and which dis- 
tribute gasoline for sale from service 
stations located throughout the coun- 
try. Doubtless the railroads stand to 
suffer from this predominant type of 
competition. 


HE railroads have increased the 

size of their cars, and apparently 
have over-emphasized the heavy train 
load, thus disregarding too much the 
small-package business at a time when 
the changing character of traffic de- 
manded this kind of service. The 
rail statistics reveal that the average 
capacity per car increased 28 per cent 
from 1911 to 1932. 

To provide a service more in har- 
mony with this trend in traffic the 
railroads more recently have under- 
taken to operate trucks in conjunc- 
tion with rail service. Where they 
have substituted trucks for train serv- 
ice in areas of light traffic, the experi- 
ment seems to have been uniformly 
beneficial both in reducing costs and 
improving the service. 

At present a number of railroads 
furnish pick-up and delivery service 
on less-than-carload freight involving 


terms of transportation as a whole and not in the narrow 


q “THE more progressive railways are beginning to think in 


sense of rail transportation alone. This is shown by the 
fact that in the United States last year 3,000 busses op- 
erated directly by railroads; or through affiliates or sub- 
sidiaries, carried approximately 40,000,000 passengers.” 
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considerable distances. They are also 
employing the container, demountable 
truck body, truck-trailer, the forward- 
ing company, and other types of spe- 
cialized service to meet truck compe- 
tition, but these innovations have not 
yet fully disclosed their possibilities. 
To realize the maximum benefit from 
these experiments, the methods of 
rate making for this sort of traffic 
should be divorced entirely from the 
present rate-making standard applica- 
ble to the heavier car-load traffic. 

Not only should motor busses op- 
erating in interstate commerce be sub- 
ject to Federal regulation in the inter- 
est of the public, but also the common 
carrier, the contract carrier, and cer- 
tain of the owner operator trucks. 


HE contract carrier competes 
with the common-carrier truck, 
and both should be regulated to assure 
adequate and reliable service at rea- 
sonable rates. If the contract carrier 
is not regulated, control over both the 
common-carrier truck and the rail car- 
rier completely breaks down. Unless 
both truck carriers are regulated dif- 
ficulties also arise in administering 
control over the common carrier. 
Trucks which in reality are common 
carriers will operate under the guise 
of contract carriers, thus avoiding 
regulation. Owing to its peculiar 
competitive nature, it is conceivable 
that the contract carrier is actually af- 
fected with a public interest, and 
hence subject to regulation without 
violation of the due process clause. 
Formerly the contract carrier was 
as free from state control as the own- 
er operator truck, but the ruling on 
the Texas statute by the Supreme 
Court in the Stephenson Case brings 
this carrier within the scope of state 


control,’ and opens the way for clear- 
ing up the demoralized condition of 
intrastate highway freight transpor- 
tation. However, as the contract- 
carrier traffic between states has been 
increasing with the lengthening of the 
hauls, thereby bringing this carrier 
into more direct competition with the 
railroads, Federal regulation should 
be exercised. Moreover, it is doubt- 
ful whether enough states can be in- 
duced to codperate on a scale neces- 
sary to assure effective control over 


these operations. 
A LARGER portion of motor traffic 
is handled by owners of their 
own trucks. Some of these trucks in- 
clude extensive trucking organiza- 
tions owned by large companies in the 
distribution of products extending 
through the whole range of business 
relationship from producer to con- 
sumer. According to the ruling of 
the Supreme Court on the Kansas * 
statute a state may also exercise con- 
trol over the owner operator trucks 
using the highways, but it is again 
doubtful whether the self-interest of 
states will enable them to codperate 
so as to make effective control among 
the states possible. 

The interstate operations of these 
large private trucking organizations 
are of competitive importance, and 
Federal regulation also should be ex- 
tended to include their operations. 
These trucks, by constant and habitu- 
al use of the highways, bring about a 
condition which makes regulation im- 
perative. They operate fleets of 
trucks in the conduct of their business, 

1Stephenson v. Binford (1932) 287 U. S. 
251, P.U.R.1933A, 440. 


2 Continental Baking Co. v. Woodring, 286 
U. S. 352, P.U.R.1932E, 429. 


332 











on- 
cks 
ain 


ate 
ng 


ese 
ns 
nd 


Px= 





PUBLIC UTILITIES FORTNIGHTLY 


peculiar competitive advantages in that it is more complete, 


q “In the case of many classes of traffic, truck service has 


more flexible, and more expeditious, and more adapted to 


perform special service than rail carriers. 


However, 


judged from a broad public standpoint the peculiar advan- 
tages presumably inherent in this service are somewhat 
overestimated owing to the inequality of opportunity under 
which the rail and motor truck service is rendered.” 


and use the highways daily, and not 
casually, in the delivery -of their 
goods. They compete more directly 
with the railroads, in the handling of 
this long-haul traffic than do the 
trucks operated by farmers and other 
privately owned trucks operating 
within towns and cities, and within 
limited areas. 

If these private operations are not 
regulated by Congress, business con- 
cerns which now hire contract carriers 
to transport their goods can take over 
that business themselves and make de- 
liveries in their own trucks, and thus 
defeat regulation of the other carri- 
ers. In exercising control over the 
motor busses and trucks, provision 
likewise should be made to require 
them to bear the costs of any added 
outlay and maintenance resulting from 
their use of the highways. They also 
should be required to assume public 
liability, and carry insurance against 
property damage. 


Sew considerable development in 
air transportation within recent 
years has brought on further compe- 
tition with the railroads. 

To cope with this problem some of 
the railways have acquired an interest 
in air lines, some of which provide a 
coast-to-coast service. The greatest 
advantage of this form of transporta- 


e 


tion is speed. Airplanes are capable 
of attaining a speed greatly in excess 
of railroad trains. In addition to speed 
air transportation is able to render 
frequent service. 

The airplane is a small unit, and 
therefore the total volume of traffic 
which is available for it can be 
handled by a succession of more fre- 
quent departures from the zrodrome, 
thus, economizing time. 

Financially air transportation en- 
joys a marked advantage in being re- 
lieved of the expense of a truck, but 
it is required to undergo other expen- 
ditures such as the cost of landing 
grounds, wireless installations, weath- 
er reporting services, marking, light- 
ing, and signaling routes. These ex- 
penses, however, are less than those 
assumed by the railways. On the oth- 
er hand, air service has a small weight- 
carrying capacity per unit of power, 
and suffers other handicaps that limit 
its popularity. 

This kind of service will become in- 
creasingly more important as people 
become more air-minded, and acquire 
greater confidence in the reliability 
and safety of the service. Because of 
its growing importance as a competi- 
tor, provision should be made for 
regulating and coordinating this agen- 
cy with the other rival forms of trans- 
portation. 
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—— any constructive and far- 
sighted plan of dealing with the 
railroad situation must take into ac- 
count the competing agencies of 
transportation which have a direct 
bearing on the emergency facing the 
railways. Obviously the railroad in- 
dustry has suffered heavy losses 
through substantial reductions in op- 
erating revenue along with industry 
in general, but the seriousness of their 
plight has not been caused solely by 
this condition. It has been due in 
part to our regulatory policies, state 
and national, which permit and en- 
courage unfair competition with the 
rail carriers, thus causing a diversion 
of traffic to other carriers. These 
policies strictly regulate the railroads 
and require them to pay their full cost 
of operation, but at the same time 
they freely grant public subsidies to 
carriers engaged in water, highway, 
and air-line operations. These public 
policies, which practically permit the 
competitors of the railroads to oper- 
ate unregulated, exert a permanent in- 
fluence upon the life and structure of 
the railroads. 

A continuance of adequate: rail 
service which is so essential to nation- 
al economic progress demands a 
change in policies. To prevent jeopar- 
dizing this service the railways and 
their competitors should be placed up- 
on a basis of equality as regards pub- 
lic treatment. 


S° long as the railroads furnish the 
backbone of our transportation 
system and bear such a large burden 
of tax, it certainly cannot be consid- 
ered unfair to impose reasonable reg- 
ulation upon unregulated forms of 
comparable transportation. Such poli- 


cies are contrary to public interest in 
that they sooner or later will result in 
losses, and are inequitable to shippers 
who are interested in adequate, contin- 
uous, and dependable service. Ship- 
pers may not generally recognize the 
need of regulating competing agencies 
of transportation. They may per- 
ceive immediate advantages in unre- 
strained competition, but fail to recog- 
nize the more remote injurious effects 
likely to follow from such policies. 


NFORTUNATELY this competition 
has injected into the motor trans- 
portation picture the disturbing factor 
of unstable rates. Adequate regula- 
tion is necessary to correct the internal 
evils that arise from cut-throat com- 
petition of truck with truck, and bus 
with bus, and the increase in the haz- 
ard of the use of the highways. 

Aside from the effects of this com- 
petition upon the railroads, a modifi- . 
cation of our policies is essential to 
place the motor industry upon a sound 
and economic basis. The present reg- 
ulatory policies have resulted in in- 
stability of rates and widespread and 
unjust discrimination between ship- 
pers, and uncertainty as to the basis 
upon which business may be conduct- 
ed. In addition they have produced 
radical changes in the railroad rate 
structure by burdening traffic not af- 
fected by this competition with the 
highest possible rates the traffic will 
bear. This has resulted in much loss 
of capital invested in both the rail- 
roads and the motor industry. 

Coérdination of competing agen- 
cies offers large possibilities, par- 
ticularly as it applies to motor and 
rail service. Under a codrdinated 
system with the railway as the center 
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the use of motor vehicles as auxiliary 
to rail service could be extended, and 
their proper uses and limitations for 
transporting passengers and goods de- 
termined, thus augmenting the pres- 
ent service. 


it is doubtful whether the states are 
able adequately to cope with the 
situation. Theoretically the need for 
Federal regulation could be avoided, 
if a reasonable degree of uniformity 
in state legislation could be attained. 
Uniform bus and truck laws for all 
states are urged by some as a solution, 
but in a practical sense such uniform- 
ity is rather difficult to achieve be- 
cause the self-interest of one state is 
different from what it is in the other. 

The solution does not lie in sup- 
pressing the new forms of transporta- 
tion which augment, and if properly 
controlled, improve the transportation 
service as a whole. Regulation should 
be provided which will wipe out the 
injurious effects of unrestricted com- 
petition and encourage desirable co- 
Ordination between rival forms of 
transportation. The railroads should 
be free to own the transport agencies 
engaged in all kinds of transportation 
such as air, motor, pipe line, rail, and 
water. All transportation agencies 
engaged in interstate commerce should 
be controlled by the same Federal reg- 
ulatory body as the rail carriers. A 
Federal body could determine the 
proper place of the different competi- 
tive agencies in a comprehensive and 
statesmanlike system of transportation 
through a thorough survey of their 
capacity and functions. 


A* interstate transportation agen- 
cies should be brought under the 


administration of a Federal body with 
divisions having jurisdiction and con- 
trol over land, water, and air trans- 
portation. Under such a plan the 
service of these agencies could be co- 
ordinated under the auspices of the 
railroads, and joint rates could be es- 
tablished under adequate control so 
that the public would derive full bene- 
fit from all these forms of transpor- 
tation. This obviously is impossible 
where these carriers either are not 
regulated at all, or if so, their regu- 
lation is enforced by separate and dis- 
tinct bodies acting independently of 
each other and with no information 
as to what the other is doing. Piece- 
meal and unsatisfactory control of 
several different classes of carrier 
service by several governmental agen- 
cies should be succeeded by a coor- 
dinated system scientifically regulated. 

The Interstate Commerce Commis- 
sion itself could be reorganized and 
formed into a joint regulatory body 
for supervision over all these carriers. 
It has been advocated by some that it 
be abolished in favor of a Bureau, or 
a Department of Transportation pre- 
sided over by a Head answerable to 
the President. 

The present Commission merits re- 
tention burdened as it may be with 
regulatory duties. With a minimum 
amount of legislative revision by Con- 
gress, it could be expanded so as to 
have full control over all these agen- 
cies. It has a background and ex- 
perience. Provision by Congress for a 
coérdinated system under unified reg- 
ulation centralized in the Interstate 
Commerce Commission is believed to 
be desirable in the solution of the 
transportation problem. 
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LINING CONSUMERS AGAINST THE WALL AS 


Targets for Utility ‘Taxation 


How the users of utility services are being made more 

and more to bear the cost of supporting Federal, state, 

and local governments under the guise of levies against 
the companies. 


By AARON HARDY ULM 


roads were being pummeled by 

all office-seekers and most of 
the office-holders, a public man of 
much wisdom in a state where at the 
time the “war” upon the carriers was 
at white heat, said to the writer: 

“There’s an easy way out for the 
railroads. Let them volunteer to pay 
all the taxes needed by the state. They 
can pass the burden on to the public, 
which, thus made seemingly free of 
state taxation, will insist that the 
roads be let alone.” 

The thought was expressed more or 
less whimsically but there was merit 
in it at that time, though subsequent 
history shows that the grim law of 
diminishing returns would have de- 
feated the strategy in the end. It is 
presented here for its worth, no doubt 
in most part whimsical, in relation to 
a political problem of a kind similar 
to that which confronted the railroads 
a quarter of a century ago which 


B= in the days when the rail- 


now faces the other public utilities. 

The writer is not undertaking to ad- 
judge the merit of any contentions re- 
specting that problem. But judicial 
notice may be taken, as the courts say, 
of the fact that the public utilities are 
being pummeled politically and are 
likely to be pummeled a great deal 
more in the next several years. 

As formerly in the case of the rail- 
roads, the pummeling is keyed to the 
tune of regulation. 

Taxation was only a rather inciden- 
tal factor in the problem as it con- 
fronted the railroads earlier in this 
century. And public ownership, or 
government competition, was only an 
academic phase of it. Taxation is, 
and government competition promises 
to become, a major phase of the 
similar problem confronting the utli- 
ities. 


HE two phases are linked, for 
government is more or less de- 
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pendent on taxes for funds with which 
to establish and maintain competitive 
enterprises—such at least is indicated 
by most of those set up by the Federal 
government in the past. Thus taxa- 
tion is becoming a major factor in the 
question and practice of public regu- 
lation as affecting the utilities. 

Of course taxation in itself is a 
huge element—and it promises to be- 
come still huger—in the operative af- 
fairs of public utility companies, other 
corporations, and of individuals in 
these United States. In the cases of 
the utilities it is not easy, even if pos- 
sible, to distinguish always between 
those phases of taxation which are 
linked more or less with regulation 
and those which have to do merely 
with supplying government with reve- 
nues. 


[’ may be well to make further use 
of the disarming judicial notice 
term in saying that there is an increas- 
ing tendency to impose upon public 
utilities kinds of taxes which have 
kite-like tails of equivocation as to 
where the ultimate burden will fall. 

Among these kinds are the 3 per 
cent Federal tax on electric energy 
sold by private companies to private 
consumers and similar taxes being im- 
posed by an increasing number of 
states. Are those taxes to be treated, 
like other taxes paid by regulated util- 
ities, as operating costs and, when the 
law of diminishing returns permits, 
be passed on to ultimate consumers? 

But that question, together with the 
outright regulatory phases of the tax 
problem facing the utilities, is bound 
up rather inseparably with the general 
problem of taxation as affecting both 
the utilities and all else. 
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HERE lies before the writer of 

this a statistical sheet that was 
prepared by an attaché of a public 
utility commission in one of the small- 
est jurisdictions in the country. On 
it are twenty-five different kinds of 
taxes paid by—or through—the pub- 
lic service companies which operated 
in that jurisdiction during the last 
year for which there are complete fig- 
ures. Nine of the taxes are Federal 
and the others local, some of the lat- 
ter being paid outside the jurisdiction. 
This year those companies, as a whole, 
are subject to three additional Fed- 
eral taxes. 

Then there is an additional item of 
assessments for public expenses in 
making investigations and holding 
hearings by the public utility commis- 
sion of the community on matters af- 
fecting the relations of those compa- 
nies with the public. It, like the taxes, 
is put down as operating cost. 

The list is probably a good deal 
shorter than would be one representa- 
tive of the average for the country as 
a whole. And no such list would in- 
clude all. The taxes for which a pub- 
lic service company, or anyone else, 
gets receipts are not all that are paid 
by or through it. Whenever a com- 
pany buys an item of material or an 
article of equipment there is “wrapped 
up” with it a varied assortment of tax- 
es for which others hold or will get 
receipts. 


| every salary and wage payment by 
it there is too an inescapable ele- 
ment of taxes, as there is always in the 
terms on which every security it issues 
is sold and in every dividend paid. 
There also lies before the writer a 
copy of an advertisement recently pub- 
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lished over the signature of Thomas 
W. Martin, president of the Alabama 
Power Company, and from which 
these two paragraphs are taken: 

“In 1922 our taxes amounted to $2.54 
for every $100 of revenue collected. In 
1928 we paid out for taxes $7.55 for every 
$100 of revenue collected. In 1933 we esti- 
mate our taxes will be $14.25 for every 
$100 of revenue collected. Let us state it 
in another way: In 1922 we paid $7.65 in 
taxes for every customer we served. In 
1933 we estimate we will pay $22.60 in taxes 
for every customer we serve. . 

“Municipal and government-owned plants 
pay no taxes. If this company which pro- 
vides you with electric service could escape 
payment of taxes it would be able to re- 
duce the cost of electric service to its 
mestic, commercial, power, and other users 
by $2,200,000 annually or almost 15 per 
cent.” 

In a recent statement, George B. 
Cortelyou, president of the Consoli- 
dated Gas Company of New York 
and, at the time, of the Edison Elec- 
tric Institute, gave 17 per cent of gross 
revenues as his estimate of the taxes 
being paid by public utility companies 
as a whole. 


} an article in The Analyst, D. W. 

Ellsworth said, in the fall of 1933, 
that electricity taxes were “running 
at a rate of about $270,000,000 a year 
or nearly 25 per cent above the 1932 
figure.” 

In an address to the 1933 annual 
convention of the American Gas As- 
sociation, Paul S. Clapp stated that 
regulated public service companies in 


the United States paid $725,871,000 
in taxes in 1932. This was 9.47 per 
cent of aggregate gross operating rev- 
enues. The payments were the equiv- 
alent of $24 for every family in the 
country. 

It is quite probable that at least 25 
per cent of the gross revenues of elec- 
tric utility companies as a whole now 
go in one way or another for the sup- 
port of government activities of vari- 
ous kinds. Yet at that the “take out” 
for taxes is probably not relatively 
much greater than that which has been 
thus deflected from the national in- 
come, from productive work and 
wealth, of the country in the last few 
years. 

In a recently published book, “The 
Tax Racket,” Professor Ray E. Un- 
tereiner, of the University of Califor- 
nia, says: 

“Today the per capita tax has fallen to 
$75 but the — 3 n has fallen to 
around capita. The 
$75 taken by p mrt oth cng ae teen repre- 
sents almost 25 per cent of all the average 
individual has to spend, and leaves him only 
$258 for private expenditure.” 

I" a report of a study made by ca- 

pable technicians for the Ways and 
Means Committee of the U. S. House 
of Representatives, it is stated that in 
1931 the total revenue from taxes of 
every sort by government of all kinds 
in the United States totaled approxi- 
mately $9,519,000,000. The estimate 


e 


is not necessarily desirable on the part of the nominal 


q “OF course,-even a tax which can be passed on to others 


payers of it. 


A tax can be productive of effects, as in 


curbing the consumption of the affected product or in 
crushing the nominal payer of it before it can be passed 


on, which transcend the matter of ultimate incidence. 


The 


job of unofficial tax collector is not a happy one.” 
338 











rev- 
Hiv- 
the 


25 
lec- 
10W 
up- 
ari- 
ut” 
yely 
een 


and 
few 


The 
Jn- 


for- 


n to 
n to 
The 
pre- 
rage 
only 


and 
use 
t in 
of 
nds 
yxi- 
late 





PUBLIC UTILITIES FORTNIGHTLY 


covered only what were beyond all 
question collected taxes. It did not 
cover taxes temporarily in default, or 
several kinds of revenues, such as net 
income from publicly owned public 
service enterprises, which were, at 
least in part, taxes in fact. 


HE taxes actually collected as es- 

timated by the makers of the re- 
port amounted to $3.98 pre $100 of 
the approximate taxable wealth of the 
country at that time. In per capita 
terms the burden of collected taxes in 
1931 was, as found by the makers of 
the report, the equivalent of $77.53 
for every person in the United States 
at the time. This means that an aver- 
age family of, say, five members car- 
ried a burden of actually paid taxes 
that amounted to almost four hundred 
dollars a year, or somewhere between 
35 and 50 per cent of the average 
family income. 

But the cost of government was 
considerably greater than the total of 
collected taxes in 1931, and is much 
greater still at the present time, and 
probably so will be for at least several 
years to come. In the last year there 
is little question that government dis- 
bursements of all kinds have amount- 
ed to above 25 per cent of the con- 
temporaneous national income from 
everything except taxes. 


A’ the present time it is not unlike- 
ly that the total cost of govern- 
ment, inclusive of recovery and re- 
lief advances by the Federal establish- 
ment, is the equivalent of 30 to 35 
per cent of the gross national income. 
Business recovery, together with a 
curtailing of “emergency” public 
spending, may reduce the proportion. 


But it is quite improbable that the or- 
dinary cost of government will be 
much reduced in the next several 
years, if at all. 

Total expenditures, inclusive of 
“advances” by the Federal govern- 
ment, in 1932 were about nine times 
those of the year 1913, and present 
and potential commitments indicate 
that this year’s will be over fifteen 
times those of the last pre-World War 
year. Between 1915 and 1922 the cost 
of state government increased 158.7 
per cent, and between 1922 and 1930 
there was a further increase of 79 per 
cent. The cost curve of county, 
town, and city government rose some- 
what similarly. 

Say the makers of the report, on 
double taxation, to the United States 
House of Representatives’ Ways and 
Means Committee: 


“Large as the increase in our taxes has 
been, nevertheless such increase has been 
insufficient to meet the increase in expendi- 
tures; therefore, the majority of our gov- 
ernments are increasing their public debt. 
It seems proper to conclude that this situa- 
tion must be remedied at an early date if 
the financial stability of our government is 
to be preserved.” 

go those words were written into 

the report, several billion dollars 
have been added to the public debt, 
and plans have been formulated and 
partly carried out which portend, ac- 
cording to an authoritative calcula- 
tion, a total of possibly $12,000,000,- 
000 addition to it! It is not improba- 
ble that within the next year or two 
the cost of carrying the Federal gov- 
ernment debt alone will be close to a 
billion dollars a year for interest only. 
Increase in Federal government debt 
at the present time also is abetting 
great increases in the debts of state 


and local governments. 
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The Present Status of Utility Taxes 


The following tabulation indicates the taxes now levied on the product 
of utility companies in the several states. This list includes Federal and 
state assessments either specifically levied against utility companies or levied 
as a general sales tax or a corporate income tax. This list does not include 
municipal or other additional local assessments against utilities such as 
the 14 per cent gross revenue tax effective in New York city, nor the 
ordinary real estate, personal property, and other general taxes which 
utilities must pay just like every other citizen or corporation over and 
above the taxes listed below. 

This list does not include special assessments to defray costs of regulation. 


eee 3 per cent on commercial and domestic sales of 
electrical energy. 

SE ec edcaneseunne 4 mills on every kilowatt hour of electricity 
generated and/or sold. 

pS REED Seren ye 2 per cent of gross revenue of gas and electric 
sales. 

NG caiceinsicrwenmede 9 per cent of gross revenue. 

ND os Sodcs sloddccotee's 13 per cent of gross revenue. 

MEL, cvocssecicnssiess Yo of 1 per cent of gross revenue. 

IEE oop sca ig. or alpaione 2 per cent sales tax (application disputed). 

REP aan eee ener 1 per cent of gross revenue. 

MED oie ccuwesecieawets ee Ks 

PN? Sco s2dsenonee 2 Ss “ (Approximate). 

NE 5 dine vies cisleees i Tal ta " 


Mississippi ....... seeeee 


eee ee ee ee 


North Carolina ......... 

North Dakota .......... oe. = &. * 

NA cas chad isieenonss 2.35 per cent excise levy. 

IIR, arc cainsinene 1 per cent sales tax. 

South Carolina ......... .5 mills per kilowatt hour of electric energy 
generated. 

South Dakota .........+ 1 per cent of gross revenue. 

Vermont ....... senecias .5 mills per kilowatt hour of electric energy 
generated. 

TID oo sciences 3 per cent of gross revenue of electric utilities. 

2 per cent of gross revenue of gas utilities. 
West Virginia .......... 4 per cent of gross revenue of domestic and 


commercial sales of electricity. - 
2 per cent of gross revenue of other utility 
services. 
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The mounting public debt is likely 
to offset, and more, all lowering of 
other costs of government. There- 
fore, unless there is resort to whole- 
sale repudiation, the ordinary cost of 
government is likely to increase dur- 
ing the next several years as rapidly 
as it did in the 1920’s. 

This will call for more and more 
taxes. 

Thus every corporation, every in- 
stitution through which money passes, 
and every individual faces an aug- 
menting and expanding tax problem 
of almost unbelievable proportions 
and of insoluble complexity. Every 
specific question of taxes is tied up 
with and inseparable from the bigger 
problem of government in these Unit- 
ed States finding money with which to 
maintain solvency and meet running 
obligations which are now being pyra- 
mided as probably at no other time 
since the World War. 


| dealing with that problem, fiscal 
authorities and legislators will talk, 
as always, about who should and 
should not be required to pay taxes. 
But such talk will be mere sham in 
much greater degree than usual. The 
necessity will be such as to require 
that taxes be procured from any ex- 
ploitable source which is politically 
available. The great problem will be 
that of tapping private streams of rev- 
enue regardless of upon whom the ul- 
timate burden falls. 

Thus those public utilities which 
still are in the black and at least the- 
oretically can ultimately pass on to 
their customers whatever taxes they 
are called on to “pay” are like light- 
ning rods in a storm. It seems gen- 
erally agreed that real estate taxes 


have reached, and in most localities 
passed, the point of maximum return. 
Income taxes have proved to be unde- 
pendable. Excise taxes, with the ex- 
ception of ones on liquor and perhaps 
ones partaking of general sales taxes, 
are probably now about as prevalent 
and as high as the public will tolerate. 
Therefore, from now on the “fran- 
chise” type of tax subject to being 
passed on to large bodies of consumers 
is likely to be exploited more and 
more. 


oo will be further attempts, of 
course, to impose on public serv- 
ice companies kinds of taxes which at 
least apparently will lack the attribute, 
inhering in practically all taxes, of be- 
ing transposable to payers who never 
see the receipts for the payments. This 
was a proclaimed objective of the 
transfer from consumers to producers 
of the 3 per cent Federal tax on elec- 
tric current sold by privately owned 
public utilities to private consumers. 
Representative William M. Whitting- 
ton of Mississippi, who proposed the 
change, said to the Senate Finance 
Committee : 


“The purpose . . . is to do one thing, 
and one thing alone, and that is to transfer 
the tax from the consumers to the manufac- 
turers, the producers, or the distributors.” 
Yet to date no regulatory body and 

no court has held that payments on 
account of that tax cannot or should 
not be included, along with payments 
for labor and supplies as well as of 
other taxes, in the operating costs of 
companies which get the receipts. 
And there has been no ruling of that 
kind as to like or similar taxes now 
imposed by twenty-odd state govern- 
ments. Unless fundamental precepts 
of rate making are cast aside, that tax 
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will be passed on to consumers as com- 
pletely and as surely as other operat- 
ing costs are embodied in charges for 
electric energy. 

Of course, even a tax which can be 
passed on to others is not necessarily 
desirable on the part of the nominal 
payers of it. A tax can be productive 
of effects, as in curbing the consump- 
tion of the affected product or in 
crushing the nominal payer of it be- 
fore it can be passed on, which tran- 
scend the matter of ultimate incidence. 
The job of unofficial tax collector is 
not a happy one. 


I’ is a job, however, which is being 
performed in great measure by 
public service companies in the United 
States. It is a job which those utili- 
ties that as a whole are still in the 
black and capable of adding to costs 
payable by consumers are likely to be 
called on increasingly to perform. 

If the public prefers to pay taxes 
through its electric light, gas, tele- 
phone, and freight bills, it has a cer- 
tain degree of right to doso. It prob- 
ably has the right to demand—as it 
has done since time immemorial—that 
taxes exacted in that as in many other 
ways be collected without the real pay- 
ers knowing it. However, it is quite un- 
likely that many customers of public 
utility companies will object to being 
informed fully and accurately respect- 
ing taxes paid when meeting electric 
light and gas bills. Nor is any local 
public likely to be offended by being 
informed as to its degree of depend- 
ence on public utilities for funds to 


support its schools, take care of its 
streets, provide for its distressed, and 
protect life and property ; nor to being 
shown the relationship of taxes pro- 
cured in that way with those procured 
in other ways. 

Following a formal meeting of 
stockholders of a large utilities or- 
ganization recently, those present held 
a sort of rump convention for one 
purpose only, the purpose being to 
consider the tax problem in its rela- 
tion to themselves as owners of pub- 
lic utility securities. A movement, 
looking to the arousing of such secu- 
rity holders as a class, was launched. 

Here, then, arises an interesting 
point. 

Ww™ would not movement by the 

utilities towards arousing pa- 
trons of public utilities be just as 
apropos on the subject of taxes as it 
is towards arousing utility security 
holders? It is no secret that public 
utilities are in desperate need today of 
rehabilitating their public relations 
and establishing a sympathetic com- 
mon ground with their patrons if the 
incursions of government ownership 
and other attacks are to be stayed. 
Service improvements, however im- 
pressive to the engineer, have not had 
this effect. Customers accept them 
for granted. Rate reductions, volun- 
tary and otherwise, have failed ap- 
parently to appease this rising tide of 
resentment. Is the tax argument, 
then, the only remaining avenue of ap- 
proach: 

Take it up with the customer. 





I “THE best propaganda that a utility can use,” 
News, “is a fe ine report that it has served its patrons well at a reason- 
its record is good, and the patrons are satisfied, it will 


have no cause to worry about its reputation.” 
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Remarkable Remarks 





“There never was in the world two opinions alike.” 


Henry Forp 
CrarK McApAms 
Editor, St. Louis Post Dispatch. 
Cart D. THompPpson 
Secretary, Public Ownership 
League of America. 
ArtHurR E. Morcan 


Chairman, TV A. 


RALPH STERLING 
New York Security Analyst. 


Wittram E. Boran 
U. S. Senator from Idaho. 


Donatp R. RICHBERG 
General Counsel, NRA 


Harotp G. Aron 
Writer and international lawyer. 


Davin I. Wats# 


U. S. Senator from Massachusetts. 


Davin E. LILrenTHAL 
Director, TV A. 


CuHartes A. BEARD 
New Milford, Connecticut. 


—MoNTAIGNE 


“IT think 1934 will be a very good year for everybody 
that works.” 
- 
“They [cities] need the profits of the utilities to balance 
their budgets.” 
we 
“Public ownership will relieve our communities of 
the burden of taxation.” 


=e 
“Absentee ownership of utilities is an unsound policy 
unless there are determining reasons for it.” 


e 
“By the time Congress gets through making power 
rate ‘yardsticks’ there won’t be anything left to measure.” 
oe 
“If the alternative to monopolies is government owner- 
ship and control, I am for government ownership and 
control.” 
e 
“If a machinery for the self-government of industry 
cannot be created and operated then control by political 
government is inevitable.” 
> 
“The government must provide or insure employment 
until industry or commerce revives, and a way must be 
found to do this without increasing the public debt.” 


we 

“Until private business is made profitable and attrac- 
tive, and the rewards of success are made available to 
businessmen, there can be no full recovery from the 
depression.” 

e 

“The electric industry, both privately owned and pub- 
licly owned, is running into a financial blind alley un- 
less the use of electricity can be very substantially in- 
creased within the next three years.” 

- 

“Had the business depression not led the Federal 
government to seek the codrdination of all energies 
and interests in a common recovery program, the move- 
ment of thought would have driven it in that direction.” 
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Can the Authorities Get 
Together on Depreciation? 


Suggested method of harmonizing conflicting theories 
as to condition of utility property 


THE author maintains that in addition to certain other causes of depreciation 
there is a natural dilapidation arising merely from age and that the duty 
of making certain changes of equipment is always a contingent liability 
which must be provided for by annual allowances from earnings; and that 
the full amount of accrued depreciation at any time might be considered 
as the amount of the reserve for this contingent liability and the amount 
which a careful inspection of the property shows should be spent to put 
it into 100 per cent service condition. 


By THOMAS FAUNTLEROY BALL 


N account of the tremendous 
O emphasis being put upon the 

subject of proper regulation 
of public utilities today, it seems high- 
ly imperative that those who are en- 
trusted with the enforcement of such 
regulation should be aware of the 
many pitfalls in connection with de- 
preciation. 

There can be no doubting the fact 
but that the subject of depreciation in 
the case of public utilities has been in 
the past, and is today, one of the most 
controversial of issues. 

Much of what has already been 
written, although at the time it might 
have been regarded as an outstanding 
contribution to the correct interpreta- 
tion of depreciation, has had to be 
relegated to the realm of uncertainty. 
Yet, depreciation is a term, which, 


if properly interpreted, would do 
much to clarify the confusion which 
now exists in regard to it. Most of 
this has arisen through the efforts and 
writings of certain valuation engineers 
and accountants alike, who have at- 
tempted from time to time to have the 
term depreciation defined in such a 
way as to have it work to their own 
advantage, with little or no regard for 
the many disastrous consequences 
which might result from an erroneous 
interpretation of the term. 


HERE are today many eminent 

authorities on the subject of pub- 
lic utility valuation, who have given 
no end of serious consideration to the 
proper interpretation and usage of de- 
preciation, as applied to valuation 
work. Many of these authorities have 
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had long and varied experiences in 
the field of valuation. They have 
made some outstanding contributions 
to the subject. This serves to make 
their opinions really worthwhile 
whenever the subject of public utility 
valuation is under discussion. 

There seems to be complete equa- 
nimity among these authorities as re- 
gards the importance that should be 
attached to all valuation work, yet 
there exists considerable diversity of 
opinion among them when it comes to 
the proper definition of the term de- 
preciation. 

Apparently, those authorities who 
have been employed by the utilities 
have aligned themselves, more or less, 
on the side of one faction, while those 
who have been employed by the public 
service commissions and. by the public 
in general, have seen fit to espouse the 
cause of another faction. The first 
faction, which is undoubtedly utility- 
minded, prefers to regard depreciation 
as a measure of a subnormal or run- 
down condition of physical property, 
to the extent that the plant is incapa- 
ble of rendering adequate and efficient 
service, while the second faction, be- 
ing more or less public-minded, re- 
gards depreciation from the stand- 
point of accounting practice. 


HE result is that a great amount 

of chaos exists wherever the 
term depreciation is involved. In 
fact, the antagonism which now exists 
between the two schools of thought 
makes it well-nigh impossible for the 
public service commissions and the 
utilities to arrive at a satisfactory 
compromise in regard to the utilities’ 
properties. The ultimate result has 
been the expenditure of large sums of 
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money in litigation on the part of both 
parties, the cost of which has had to 
be borne by the utility’s customers. 


HE writer believes that much of 

the controversy can be shown to 
center around the lack of a proper 
definition of depreciation as applied to 
valuation work. Many outstanding 
valuation authorities, of whom Dr. 
Henry Earle Riggs, of the University 
of Michigan, is perhaps the best 
known, have striven, through writ- 
ings, to give what they conceive to be 
the proper use of depreciation in valu- 
ation work. We find that Dr. Riggs * 
has very clearly and forcefully pointed 
out the difference between the valua- 
tion concept of depreciation and that 
employed in accounting practice. He 
is undoubtedly correct in making a 
clear-cut distinction between these two 
uses of the term depreciation, but the 
writer wishes to criticize some of Dr. 
Riggs’ statements in connection with 
his justification of the so-called valu- 
ation concept. 

For example, Dr. Riggs contends 
that depreciation, as applied to public 
utility properties, is merely a measure 
or gauge of a subnormal or run-down 
condition of physical plant, to the ex- 
tent that the plant is incapable of ren- 
dering adequate and efficient service. 
He further claims that the extent of 
this dilapidated condition can be ac- 
curately determined by mere inspec- 
tion of the properties and that the true 
amount of depreciation would then be 
represented by the amount of money 
which would have to be spent in order 
to bring the utility’s serviceability 
back to the 100 per cent level. 


1See Pusrtic Utiities Fortrnicutty, May 
12, 1932, p. 559, and June 23, 1932, p. 748. 











HILE these contentions are inter- 

esting and have some justifica- 
tion in themselves, still this definition 
of depreciation, if used in valuation 
work, would be far from complete. 
It, therefore, would have the tendency 
of augmenting rather than diminish- 
ing the confusion that now exists. 

In the first place, it is humanly im- 
possible for one to ascertain accurate- 
ly, by mere inspection, the total 
amount of depreciation of all the va- 
rious items that go to make up the 
property of a large public utility. 
Careful visual inspection might reveal 
the apparent condition of a large gen- 
erator, but the actual condition of its 
various component parts could hardly 
be accurately determined without go- 
ing to the trouble and expense of 
making certain well-known tests. For 
instance, it would be well-nigh impos- 
sible for an inspector—be he engineer 
or otherwise—accurately to gauge the 
physical condition of the insulation on 
the armature and field windings of 
generators without having first made 
the standard insulation tests. 

Furthermore, one could hardly hope 
to determine the depreciation of a 
transmission line by mere inspection. 

The insulators might appear, on in- 
spection, to be sound and in excellent 
condition, and yet a considerable num- 
ber of them might have already devel- 
oped internal defects which would un- 


PUBLIC UTILITIES FORTNIGHTLY 


doubtedly impair the efficiency of in- 
sulators themselves. Cracks might 
have occurred on the inside of the in- 
dividual units and thus changed the 
capacitance and the voltage distribu- 
tion over the entire string of insula- 
tors, none of which would be obvious 
from inspection. The copper conduc- 
tors might have become much more 
brittle than when first erected, yet a 
careful inspection of the wires in place 
could not possibly reveal this imper- 
fection. 


HE fact that copper becomes brit- 

tle with age is well known. The 
transmission towers themselves, al- 
though they might appear to be in a 
state of perfect preservation, might 
have been subjected to certain abnor- 
mal stresses which had caused perma- 
nent deformations in various members 
of the assembled structure. 

It is entirely possible that these de- 
formations might easily escape the at- 
tention of an inspecting engineer. In 
other words, while a careful inspec- 
tion of the various items that go to 
make up an extensive public utility 
system aids materially in determining 
the proper depreciation to be allowed, 
still it does not follow that the result 
of such an inspection is the only cri- 
terion upon which to base the depre- 
ciation of the property. 

Every public utility, irrespective of 


e 


by mere inspection, the total amount of depreciation of 


q “It is humanly impossible for one to ascertain accurately, 


all the various items that go to make up the property of a 


large public utility. 


The actual condition of its 


various component parts could hardly be accurately deter- 
mined without going to the trouble and expense of making 
certain well-known tests.” 
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type or of the kind of service being 
rendered, must experience a liability 
for the ultimate retirement of its prop- 
erty. This liability is very real and 
always exists, despite the fact that the 
system as a whole may have been ex- 
cellently maintained. 

The utility’s serviceability may 
have been kept at approximately 100 
per cent level all the while, yet there 
is a very definite, inevitable deteriora- 
tion of the system. 


N addition to the wear-deteriora- 
tion, inadequacy, supersession, and 

antiquation, there is a natural dilapi- 
dation which arises merely from age, 
although in practice not easily distin- 
guished from that irreparable deteri- 
oration which results from wear and 
tear. For example, structures may 
corrode, shrink, crack, or rot on mere 
exposure to the elements without use; 
the insulation of electrical equipment 
may grow weak; pipe lines may rust, 
clog, or leak, all of which may be 
traced solely to the ravages of time. 

The responsibility for making 
changes in equipment on account of 
these actions is always a contingent 
lability for any operating concern. 

If the utility should sell out, the pur- 
chasers would have to assume this lia- 
bility and, therefore, would demand 
a deduction from a full-cost price. 
Hence, there must be a certain grow- 
ing reduction in value of the parts of 
a plant, or system, with the passing 
of the years of service, even though 
the service might continue to be given 
at 100 per cent of original quantity 
and quality. 

The only way for any public utility 
to provide adequately and properly for 
this inevitable, contingent liability— 


one which positively cannot be pro- 
vided for through maintenance—is to 
set aside each year out of earnings a 
definite sum so that this sum will, with 
the accrual of interest during the life 
of the system, result in an amount suf- 
ficient to cover that portion of depre- 
ciation which I have termed a “Con- 
tingent Liability.” 


| is absolutely impossible for any 
utility to escape this liability, no 
matter how well that utility may have 
maintained its properties. The re- 
maining portion of the depreciation 
should then be determined by a care- 
ful inspection of the utility’s system. 
The total depreciation in connection 
with public utilities is not simply the 
amount of money which should be 
spent on the properties in order to re- 
store them to the 100 per cent service- 
ability level. This cost of restoration 
must also be increased by a partial re- 
tirement allowance which is so ar- 
ranged as to cover the contingent lia- 
bility that exists in the case of every 
public utility. In other words, it is 
impossible for one accurately to deter- 
mine depreciation without making 
use of a Contingent Liability Reserve 
as well as a careful inspection of the 
properties. 

It is interesting to note that the 
utility-minded faction, which is ap- 
parently in full accord with Dr. Riggs’ 
method of determining depreciation, 
would eliminate the so-called Contin- 
gent Liability Reserve and thus pur- 
port to show that the total amount of 
depreciation could be determined by a 
personal inspection of the utility’s 
properties. 


HEY contend that the reserves 
which are established on the the- 
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Inevitable Dilapidation of Property by Age 


6e HE total depreciation in connection with public utilities 1s 
not simply the amount of money which should be spent on 
the properties in order to restore them to the 100 per cent service- 


ability level. 


This cost of restoration must also be increased by 


a partial retirement allowance which is so arranged as to cover 
the contingent liability for dilapidation by age that exists in the 
case of every public utility.” 





ory that each year must bear its equal 
share of the cost of retirement of the 
property, as a whole, are improper be- 
cause such reserves would neglect the 
effect of fluctuations in price levels. 
They also claim that any and all re- 
serves which might be established for 
the purpose of amortizing the various 
units of a public utility system would 
necessarily be excessive. These two 
contentions would undoubtedly carry 
weight in cases where the depreciation 
reserve was built up by means of the 
straight-line plan and where no ac- 
count was taken of price levels as of 
the time of the appraisal, but there is 
no justification for these contentions 
in a plan similar to the one mentioned, 
that is where the full. amount of de- 
preciation might be considered as con- 
sisting of two portions. 
1. The amount of money realized 
from a Contingent Liability Reserve ; 
2. The amount of money which a 
careful inspection of the utility’s 


properties reveals should be spent in 
order to raise the utility’s serviceabil- 
ity back to the 100 per cent level. 


In that way, the first portion of the 
depreciation allowance would provide 
adequately for the inevitable, contin- 
gent liability, while the second portion 
would permit the effect of existing 
price levels. 


ie the event that a portion of the de- 
preciation allowance be realized 
through a reserve fund, the utility’s 
accounting system should be carefully 
scrutinized to see that the reserve is 
actually built up and that it isn’t sim- 
ply the result of charging the operat- 
ing expense account and crediting de- 
preciation reserve with the same 
amount when no money is actually set 
aside. 

If an attempt were made to create 
the Contingent Liability Reserve by 
means of mere “bookkeeping entries,” 
the result would be that probably no 
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money would actually be set aside but 
that the utility would feel free to use 
the reserve money in any way it saw 
fit. Such practice would be manifest- 
ly unfair and should not be tolerated. 
The utility’s Contingent Liability Re- 
serve should always exist as a surplus, 
which has been set aside for a specific 
purpose and which should never be 
applied to uses other than those for 
which it was created. 


HE fact that the American Tele- 

phone and Telegraph Company 
early anticipated a rigid regulation of 
its accounting methods and was far- 
sighted enough to devise certain ac- 
counting schemes, which would permit 
depreciation to be provided for 
through an application of the straight- 
line plan, does not mean that this 
method of caring for depreciation is 
scientifically sound or correct. 

The adoption of this plan by the 
Interstate Commerce Commission 
should not, in any sense of the word, 
imply that such a plan is the only eq- 
uitable and fair way of providing for 
depreciation in the case of all types of 
public utilities. Dr. Riggs is to be 
heartily commended for the coura- 
geous manner in which he has con- 
demned such practice. The writer 
feels that the adoption of the straight- 
line plan by the Interstate Commerce 
Commission was most unfortunate be- 
cause it has given considerable amount 
of sanction to an entirely erroneous 
plan of providing for depreciation in 
valuation work. 


it is very interesting to note that in 
the early years of valuation work, 
at which time the valuation of rail- 
roads and other tax-paying properties 
was undertaken in the states of Mich- 


igan, Wisconsin, and Minnesota, the 
depreciation was determined entirely 
by inspection. Shortly afterwards, 
however, when the state of Washing- 
ton undertook an appraisal of its rail- 
roads, depreciation was determined by 
the use of life tables and a formula 
based on age and assumed total life. 
This occurred in the year 1909. 

Thus, we see that the correct meth- 
od of determining depreciation in val- 
uation work has been a most contro- 
versial issue from the beginning. 
Had the Supreme Court decision in 
the famous Smyth v. Ames Case ® in- 
corporated a clear-cut definition of 
depreciation, much of the controversy 
could have been avoided. Not until 
1909 do we find any specific reference 
to the fact that there is such a thing as 
depreciation and that the amount of 
it should always be determined and 
deducted in valuation work. The defi- 
nition of the term and the method of 
obtaining same were still quite vague 
even as late as 1909, so that the con- 
fusion persisted. 

The fight between the two schools 
of valuation has been carried on con- 
tinuously since 1913, with the result 
that the issue has become ever so much 
more involved. The Interstate Com- 
merce Commission, having definitely 
adopted the straight-line plan, has 
had its forces continually opposed to 
those of the railroads. 

There have been few, if any, real 
endeavors on the part of either side to 
bring about a compromise. 


‘ railroads have held persistent- 
ly and unrelentingly to a theory 
of valuation quite similar to that now 
advocated by the utility-minded fac- 


2 (1898) 169 U. S. 466, 42 L. ed. 819. 
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“Every public utility, irrespective of type or of the kind 
of service being rendered, must experience a liability for 
the ultimate retirement of its property. 


This liability ts 


very real and always exists, despite the fact that the system 
as a whole may have been excellently maintained.” 


tion, while the Interstate Commerce 
Commission, which has always cham- 
pioned the cause of the public-minded 
faction, has adhered steadfastly to the 
so-called accounting method. 

This pugnacity, on the part of both 
contestants, is most regrettable in that 
it has served to make the problem of 
properly evaluating public utilities 
even more conjectural than would or- 
dinarily be the case. How much bet- 
ter it would have been for all con- 
cerned if the good points of one meth- 
od could have been combined with the 
good points of the other! The writer 
is convinced that such a combination 
is possible and that it should be ef- 
fected, even at this late date. 
Page valuation authorities con- 

tend that the decision handed 
down in the Knoxville Waterworks 
Case * implies that the depreciation of 
a public utility can best be determined 
by an inspection of the properties. It 
is perfectly true that the language in 
this decision clearly indicates that the 
owner of a plant is duty bound to 
keep his investment in property intact 
as it was in the beginning, but there 
is nothing in the decision to imply that 
this can only be accomplished by de- 
termining the depreciation through 
inspection of the property. In fact, 
the implication is rather to the con- 
trary, in view of the fact that the de- 


3 Knoxville v. Knoxville Water Co. (1909) 
212 U. S. 1, 53 L. ed. 371. 


e 


cision clearly places the responsibility 
for retiral through rates directly upon 


the utility. 
a further effort to prove their 

point that maintenance of a public 
utility’s properties at the 100 per cent 
serviceability level means that there 
is no legitimate depreciation on the 
property, the utility-minded faction 
has attached considerable importance 
to the expression “depreciation, if 
any,” which occurs in the Indianap- 
olis Water Case. This expression 
has been wrongly construed in such 
a way as to imply that the “if any” 
means that there may be no deprecia- 
tion on a utility’s properties where the 
serviceability level of the system has 
been adequately maintained. The 
very fact that the courts have never 
defined depreciation in so many 
words, nor attempted to formulate a 
hard-and-fast set of rules by which 
depreciation should be determined, al- 
lows the utility-minded faction con- 
siderable freedom in its attempt to 
interpret that phrase. Such a method 
of evaluating the property of a pub- 
lic utility would not be entirely cor- 
rect, since it does not make allowance 
for the contingent liability which is 
inherent in every public utility. It is 
questionable whether a majority of 
the court decisions, dealing with the 
subject of depreciation, bear out the 
utilities’ contention in this matter. 

It has been claimed from time to 
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time that many valuation engineers 
lose their perspective of the system as 
a whole when they attempt to evalu- 
ate the complicated properties of a 
public utility. 

Such a contention is absolutely cor- 
rect, but the perspective of the system 
is no better preserved by having de- 
preciation determined by mere inspec- 
tion of the properties rather than by 
regarding the amount of depreciation 
as having been determined by both 
inspection and the so-called Contin- 
gent Liability Reserve. 


F the theory of depreciation, as set 
forth by the utility-minded fac- 
tion, were strictly adhered to, it 
would cause serious fluctuations in the 
operating expenses of the utility so 
that rates would necessarily have to be 
increased from time to time. The one 
thing that every public utility wishes 
most to avoid is the continual chang- 
ing of rate schedules, because the pub- 
lic would immediately become dissat- 
isfied. 

Still another serious objection to 
the adoption of this theory, without 
some form of modification, is the fact 
that it borders too closely on “de- 
ferred maintenance.” Regulating 
commissions would be very apt to 
construe it as such. It is rather in- 
teresting to note that in the recent 


hearings of the Carolina Power & 
Light Company’s Case before the 
South Carolina Railroad Commission, 
this very same theory of depreciation 
was not only ridiculed, but con- 
demned, on the ground that it amount- 
ed to nothing more than “deferred 
maintenance” and was therefore un- 
worthy of serious consideration by the 
commission. 

In conclusion, it is to be hoped that 
both factions may soon see the wis- 
dom of regarding depreciation allow- 
ance, for use in valuation work, as 
being the amount of money necessary 
to provide for the so-called Contingent 
Liability Reserve as well as for keep- 
ing the utility’s serviceability at the 
100 per cent level. 

The portion of the depreciation al- 
lowance which is to provide for the 
Contingent Liability Reserve should 
be obtained by having the utility make 
regular, annual contributions, while 
the amount of money needed to bring 
the utility’s serviceability back to the 
100 per cent level might very well be 
ascertained by a careful inspection of 
the utility’s properties. 

Unless some such scheme as this be 
adopted, we may reasonably expect 
rate controversies to become consid- 
erably more expensive to everyone 
concerned than they have been in the 
past. 





ial 





(T4 HE taxicab is as much of a public carrier as a street car. It 

represents more of a traffic problem, and its use of the streets 
is as much of a privilege. There is no reason why cab companies 
shouldn’t submit to regulation, nor any why the city shouldn’t say 
which could or could not use the streets. Service and safety are prime 
considerations. Under a franchise system the city could exact both.” 
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What Others Think 





Should Utilities Pay 


More Taxes 


Than the Rest of Us? 


Wis doth it profit a utility if it 
gain the whole world and then 


lose its own shirt to the tax collector? 
Some utilities operating in states where 
the legislatures seem to have nominat- 
ed them as the answer to all govern- 
mental deficit problems are wondering 
whether they would not be better off if 
they were to concede all outstanding 
claims for rate reductions in consider- 
ation of being relieved from the threat 
of increasing special tax levies, if it 
were possible for them to make such 
an election. 

President Viggo E. Bird, of the Con- 
necticut Power Company, recently 
called attention to the fact that increas- 


ing tax levies had canceled out about all 
the gain in gross revenue resulting 
from the pick-up in electric consump- 
tion since June, 1933, when power first 


“turned the corner.” Pointing out that 
electric output in the United States 
gained as much as 18 and 20 per cent 
during July and August, 1933, as com- 
pared with similar records for 1932, 
Mr. Bird added: 


“This in itself would have been a most 
encouraging change for the better had not, 
coincidentally, large additional taxes been 
levied against utility companies. With the 
transfer of the 3 ‘per cent excise tax on 
domestic and commercial lighting busi- 
ness from the consumer to the companies, 
and with the inauguration of the capital 
stock tax, whatever gain might have ac- 
crued to the utility companies from im- 
proved business conditions was more than 
offset by the imposition of these additional 
Federal taxes. Again, the application of 
the President’s Reémployment Agreement 
to the industry without any offsetting rate 
increases has caused substantial addition- 
al expenses for most of the operating com- 
panies; so that, altogether, the record of 
the utility industry for the year has been 
one of maintaining high standards of serv- 


ice against heavy odds, but, generally, at 
the expense of its stockholders. 

“Unfortunately, it becomes very difficult 
to predict a trend for the immediate future 
under such conditions. Further curtail- 
ments in hours of labor have been discussed, 
increasing prices of raw materials are a 
distinct possibility, and, likewise, still far- 
ther Federal tax levies are contemplated. 
With a record of taxes collected per cus- 
tomer (in the case of The Hartford Elec- 
tric Light Company, during 1915 of $2.70 
and the same item for 1933 at $11.40 or over 
four times as much) the question of still 
greater tax burdens becomes a problem to 
be very seriously considered by each and 
every individual, inasmuch as the only hope 
of relief lies in the force of public opinion 
directed toward a reduction in governmen- 
tal expenditures.” 


U isn’t the heavy going against such 
odds that worries the utility heads 
and investors as much as the repeated 
tax blows specifically aimed at their 
heads by hostile legislators. As the 
Cockney cart driver said, “Oh, it h’aint 
the ’eavy ’auling as ‘urts the ’orses 
’oofs; h’it’s the ’ammer, ’ammer, ’am- 
mer on the ’ard, ’ard ’ighways!” Util- 
ity men don’t like being picked on. As 
the editor of Industrial News Review 
stated the case: 


“Such taxes are in addition to all other 
taxes and the electric companies are pro- 
hibited from adding these taxes to their 
rates. What other industry is denied the 
right to add taxes to cost of operation? 

“Such a policy means that the money for 
this special and class taxation must come 
from the security owners, the employees, 
or upkeep and service on the system. 

“What would a grocery store, department 
store, meat market, or shoe factory say to 
‘a gross earnings tax which it was prohibit- 
ed from adding to cost of production? 

“Utility companies are not fighting taxa- 
tion. They are willing to pay their full 
share of the cost of government. But their 
stockholders and employees begin to see 
the injustice of taxation which applies 
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to them only and not to other persons. 

“If the cost of taxation is to be shoved 
up to the point of all profit confiscation, 
then let it apply to all alike. But don’t 
confiscate the earnings of one industry or 
business to favor another.” 


bias there are those who advocate 
special utility levies and who hon- 
estly admit that their position is to pick 
on utilities. They say that they are 
justified in this position because the 
utilities have sinned in the past. Their 
taxation program, therefore, is de- 
signed not only as a means of. raising 
government revenue, but as a measure 
of correction. Many years ago, the 
Supreme Court said that the “power to 
tax is the power to destroy.” But that 
it should also be the power to reform or 
the power of “social discipline” is an 
apparently new factor in tax policy in 
this country. Such punitive taxation, 


if we may coin the phrase, would be the 
substitution of the legislature, to some 
extent at least, for the regulatory com- 
missions or, on the question of recoup- 
ment, for the equity courts. 

An example of this situation was re- 


cently indicated in West Virginia. 
There, a telephone company, seeking to 
escape omnibus antiutility taxation, sent 
out a circular pointing out that however 
guilty and deserving of correction oth- 
er types of utilities operating in that 
state may be, the telephone company 
had always trodden the straight and 
narrow path. It asked, therefore, that 
it should be exempted from tax levies 
designed to punish the naughty mem- 
bers of the utility family. Here is the 
interesting reaction of the editor of the 
Wheeling Register to such a proposal: 


“We are not prepared to affirm the cor- 
rectness of the figures set forth in the tele- 
phone company’s letter. But we believe 
them to be correct. And, if the figures are 
correct, then we feel that the conclusions 
drawn therefrom are correct; and that the 
legislature should frame its tax laws in 
such a way that, if greatly increased tax 
burdens are to be placed on any of the pub- 
lic utilities, they should be placed only on 
those utilities whose past records justify 
the imposing of such increased burdens. 

“This means that taxes affecting all pub- 
lic utilities should be limited to a rate that 


will not unjustly burden those utilities that 
have been dealing fairly with the public. 
But it does not mean that the legislature 
should stop here. On the contrary, the 
people deserve, and those of them that have 
given the matter careful consideration, are 
demanding that proper legal steps be ta- 
ken to curb the vicious activities of those 
public utilities that have been bleeding the 
citizens of our state. And this means that 
steps should be taken to track down the 
holding company scandals, and other ruses 
and devices whereby some of the utility 
companies are alleged to be charging their 
subscribers too much, and at the same time 
paying far less than their just share of 
the state’s taxes.” 


Laying aside such purely academic 
discussion as possible objection to the 
legality of such a taxation policy, it is 
not readily apparent just how the plan 
could be practically enforced. Just 
what would be the administrative tech- 
nique for separating the sheep from the 
goats? A copy of any state law draft- 
ed along the lines laid down by the ed- 
itor of the Register would be an in- 
triguing document indeed. 


AS West Virginia editor has 
other reasons justifying soak-the- 
utilities taxation. The Huntington Ad- 
vertiser believes that utilities should be 
required to pay proportionately more 
taxes than other citizens, because of the 
monopolistic advantages given to them 
by way of franchises and state certifi- 
cates to do business, as well as author- 
ity in some cases to exploit the natural 
resources of the people. The editorial 
stated in part: 


“The legislature should exact more of 
the utilities. They enjoy extraordi- 
nary privileges to do business in our midst 
and exploit the natural wealth of the state, 
and at no time have they ever paid taxes 
in proportion to the great benefits that are 
theirs. At least, they should be required 
to pay taxes on the same valuation set-up 
upon which they are permitted to base serv- 
ice rates to consumers. This one reform, 
wholly just and sensible, would bring mil- 
lions into the state treasury and go far to- 
ward solving our present difficult fiscal 
problems.” 


A STRICT governmental moralist 
might question the ay age | of 
enacting tax laws, retroactive in effect. 
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to recoup fees from utilities at this late 
date which should have been exacted, 
if at all, at the time when the respec- 
tive franchises or hydro licenses were 
issued. A stickler for orderly govern- 
ment administration might also argue 
that taxes assessed against utilities be- 
cause they enjoy franchises or licenses 
ought to be called “franchise taxes” 
or “license taxes,” etc., and not dis- 
guised under a general levy against 
utilities as a class. Again, if the state 
should gather large amounts of special 
taxes in exchange for the right to ex- 
ploit water power, should it not also 
obtain taxes for the exploitation of oth- 
er natural resources such as coal? A 


bill, the purpose of which would be to 
tax coal-mining companies because they 
mine coal, would however, not be likely 
to be politically popular in West Vir- 


ginia. 
—F. X. W. 


Exectric Gains Orrset sy Heavy TAXES IN 
1933. By Viggo E. Bird. Hartford Daily 
Courant. December 30, 1933. 


THe Earnincs’ COoNnFISCATION PROGRAM. 
Editorial. Industrial News Review. De- 
cember 11, 1933. 


Urtinity Taxes. Editorial. Wheeling. Regis- 
ter. December 26, 1933. 
Acatn, Cart Berore THE Horse. Editorial. 


Huntington Advertiser. November 30, 
1933. 





What’s Ahead for Holding Companies? 


IKE Cesar’s Gaul, all comment on 

the utility holding company prob- 
lem can be divided into three parts: 
(1) Opinion to the effect that a good 
holding company is a dead holding 
company and that we should await the 
day when a general execution shall be 
ordered; (2) opinion to the effect that 
the same benefit in the way of operating 
economy and efficiency may be salvaged 
from the holding company set-up, but 
that they should be vigorously regu- 
lated—preferably by the Federal gov- 
ernment; (3) opinion to the effect that 
such unsoundness as existed in the 
holding company structure of the 1929 
era has shaken itself out by financial 
decomposition of the depression days 
and that prevailing regulatory powers 
are sufficient to safeguard utility rate- 
payers in the future. 

The Federal Power Commission in 
its recent annual report to Congress 
apparently belongs in the second group. 
The report asked Congress to give the 
commission power to regulate the hold- 
ing company as a necessary and logical 
supplement to its powers and duty to 
regulate Federal hydro licensees. The 
report stated in part: 


“Most of the licensed projects operated 
as public utilities are members of holding 


company groups. Through the method of 
intercorporate control by affiliated service 
companies, these holding companies manage 
and supervise the affairs of the licensees, 
including the financing and construction of 
the project. As a result, many items 
claimed by the licensee as a part of con- 
struction costs arise from intercorporate 
contracts thus imposed by common owner- 
ship and control, while the pertinent facts 
necessary to determine the legitimacy of 
such claimed items are either buried in the 
accounts of companies outside of the com- 
mission’s jurisdiction and, therefore, not 
subject to its scrutiny, or are not to be 
found in any record at all. In certain 
cases the commission has found it neces- 
sary to reserve for further consideration 
fees and charges of affiliated companies 
whose validity as part of the project costs 
it has not been possible to determine on 
the record before it.” 


HE Washington (D. C.) Daily 

News (Scripps-Howard) editor- 
ially voiced the opinion that the utility 
companies would do well not to resist 
this effort of the Federal Power Com- 
mission to increase its regulatory pow- 
ers, unless they are prepared to face 
destruction at the hands of government 
competition. Calling attention to the 
fact that regulation is a joke where a 
commission finds itself unable to obtain 
information of utilities because of the 
hampering cloak of intercorporate re- 
lations, it concluded: 
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: ashington (D. C.) Daily News 
y 
WILL SOMEONE PLEASE TURN ON THAT LIGHT! 





“ “And regulation had better not remain lation. The Federal Power Commission’s 

¥ a joke! If it doesn’t begin to work pretty request for authority over holding com- 

ce soon it is going to find itself crowded off panies is a conservative request and one that 

nt the scene, giving place to public ownership. should be granted at once before events 

1e Much as the utility companies dislike hav- move beyond the point where it can serve 

ing their expenditures scrutinized and a useful purpose.” 

a checked, the alternative they face is even 

in more disturbing from their point of view. HE Hearst papers likewise ap- 

1e For them the smart thing would have been lauded the commission’s recom- 

provision in their NRA code for holding ae a : z 
: : mendation. An editorial appearing in 


company regulation. They missed the op- ‘ 
portunity and the next step must be legis- the Washington (D.C.) Herald stated: 
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“At last, apparently, we are going to 
have a watchman to guard the national 
water powers that have been grabbed by 
the power trust under long-term leases and 
exploited, heretofore, to the power trust’s 
own taste. If Congress and the state legis- 
latures do their part, we may also curb, 
at least, the power trust’s holding company 
racket.” 


Just the same Roger W. Babson, 
noted financial expert, believes that 
there is a possibility that the utility 
holding company may pass from the 
scene perhaps by reason of direct legis- 
lative action, or perhaps by voluntary 
economic evolution in the face of 
mounting adverse public reaction. 
Writing in the Boston Transcript he 
stated : 


“Honestly financed holding companies, 
because of the diversification feature, 
should offer better protection to the secu- 
rity holder than operating companies. The 
trend recently, however, has favored the 
ownership of securities of operating com- 
panies. Congress wants to change the 
utility picture to some extent. It is pos- 
sible that holding companies will be dis- 
solved and their assets distributed to their 
security owners. Consolidations of com- 
panies serving adjacent territories would 
then take place. This would result in the 
swapping and exchanging of securities of 
the operating companies, although investors 
need not suffer thereby.” 


ROFESSOR James C. Bonbright, of 
Columbia University, noted utility 
critic, is of the opinion that the hold- 
ing company ranks should be thinned 
out by the elimination of some and the 
drastic deflation of others. He stated: 


“Many of the utility holding companies 
have no sound reason for existence. They 
should be dissolved just as various anti- 
social trusts have been dissolved. Most 
of the remaining holding companies, and 
many of the operating companies, are gross- 
ly overcapitalized. A drastic scaling down 
of their capital structures is called for. 
But the immediate requirement is that do- 
mestic rates should be reduced so that they 
will conform more closely to the rates 
already charged by municipal plants and 
even by the most progressive private com- 
panies themselves. 

“These reductions impose heavy risks on 
overindebted companies, for they will prob- 
ably result in a temporary fall of earnings 
pending the time when a corresponding in- 
crease in business will take effect. But 


this risk must be taken as the only effective 
means of meeting the threat of government 
competition. In short, the only successful 
means of fighting government ownership is 
to make it unnecessary.” 


HE Electrical World, on the other 

hand, is inclined to believe that 
there was little basis for the commis- 
sion’s tirade against the holding com- 
pany. It recalled that the commission 
in the recent Louisville Hydro Electric 
Company Case got very excited over 
alleged holding company abuses after 
it had by its own drastic action and 
order effectively “corrected” all the 
alleged abuses in such a way that no 
possible injury could befall the rate- 
payers to be served by the Federal 
hydro licensee. What need, therefore, 
exists for more regulatory power for 
the commission when it already has 
enough and has certainly exercised it? 
The World editorial insinuates that 
Chairman McNinch is a modern St. 
George in search of a dragon. The 
editorial concluded : 


“We have no quarrel with the commis- 
sion when it follows its line of duty to seek 
out and prevent any padding of costs by 
utilities, we agree with the general principle 
that the day has passed for the use of 
holding company construction subsidiaries 
and possibly management subsidiaries, but 
we do not believe that an arm of the 
government should indict an entire industry 
and create an unfavorable public reaction 
to service and investment values of a 
$12,000,000,000 industry upon the slight evi- 
dences of guilt in this particular case. It 
is not the duty of the Federal Power Com- 
mission to make utilities a ‘public enemy’; 
it is not its duty to call for more power 
to act when it takes the action of record 
in this case; it is not its duty to indict 
state regulation when it knows there is 
full power in the hands of the majority 
of state commissions to determine the rate 
base upon which utilities collect revenue. 
The utilities ask for justice, and not cru- 
sading and competition, from the Federal 
government.” 


ORMER Interstate Commerce Com- 

missioner Woodlock, writing in the 
Wall Street Journal, is rather skeptical 
about all new regulation. Look what 
has happened to the regulation which 
we have tried already. Those who have 
been most active to secure new forms 
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of regulation are the first to become 
dissatisfied and cry out that it has 
failed. Would it be the same old story 
with holding company regulation? 
Would Professor Bonbright and others 
be telling us five or ten years from now 
that “holding company regulation is a 
failure?” Mr. Woodlock believes that 
as long as political leaders regard big 
business as a public enemy, no regula- 
tion will be stringent enough to satisfy 
them. They should cease to talk about 
regulation—what they really mean is 
persecution. Mr. Woodlock concludes: 


“Wherever ‘public regulation’ of any 
business activity has been applied in this 
country it has always been conducted upon 
a principle of maxima, minima, and a pre- 
sumption—maxima of requirement, minima 
of concession, and a presumption contra 
the regulatee. Notwithstanding this, we 
are told, for example, that regulation of 
public utilities has on the whole ‘broken 
down!’ It is not too much to say that a 
large section of opinion (commonly desig- 


nated ‘liberal’) regards regulation and 
prosecution as synonymous terms.” 


—F. X. W. 


Tue Horpinc Company Aanp Utitity Recu- 
LATION. Editorial. Wheeling Intelligence. 
January 29, 1934. 


Evasive Hortptnc Compantes. Editorial. 
The Washington (D. C.) Daily News. 
February 3, 1934. 


CuRBING THE Power Trust. Editorial. The 
ojo (D. C.) Herald. December 
, 1933. 


AnrIMuUs For Justice. Editorial. Electrical 
World. December 16, 1933. 


Utmitres Have Passep THrovuGH DirFicutt 
Time. By Roger Babson. Boston 
Transcript. December 9, 1933. 


Urimities Face tHe New Dear. By James 
C. Bonbright. The Industrial Journal of 
Columbia University. December 18, 1933. 


More Recucation. By Thomas F. Wood- 
ae Wall Street Journal. February 
1, 1934. 





What—No Taxicab Code? 


NCE upon a time there was a ne’er- 

do-well in a small mid-western 
community that had everybody exas- 
perated. He got drunk regularly. 
Never paid his bills. Beat his wife 
daily and twice on Sundays. Came a 
time when the local gendarmerie round- 
ed him into the hoosegow for the 
’steenth time, and the city fathers, all 
out of patience, ordered the constable 
to escort him to the town line. There 
he was informed that henceforth he was 
persona non grata within the corporate 
limits. In the parlance of the day he 
was told to “Scram!” 

The editor of the local weekly felt 
that the occasion called for a special 
editorial. He eloquently explained to 
his subscribers how well rid they were 
of the offender. The title of the edi- 
torial was, properly enough: “His Ab- 
sence Fills a Long Felt Want!” 

When the recent taxicab strike struck 
New York city in the middle of a sea- 
son of snowy, slippery streets and near- 


zero weather, one could imagine that 
the metropolitan citizenry would be up 
in arms. On the contrary they took 
the whole matter quite complacently. 
Mayor La Guardia was somewhat ex- 
cited, but that was easily understand- 
able. The rank and file of the citizenry, 
however, seemed not to be much put 
out by the abrupt diminution in the 
number of available taxicabs on the 
streets. In fact most of them actually 
seemed to enjoy the situation—a sort of 
a lark, or something. Traffic moved 
easier. Surface street cars met their 
schedules. The average New Yorker 
might well have said of the nonoperat- 
ing surplus cabs, “Their absence fills 
a long felt want!” The truth of the 
matter is that, in common with the 
situation in many other cities, New 
York has more taxicab drivers than it 
needs. Says the New York Herald 
Tribune: 


“There have been too many taxicabs in 
New York. They have been jamming the 
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streets and endangering life in a wasteful 
competition not needed to carry the busi- 
ness. The result has been the reduction of 
the drivers to the poverty line, on the 
one side, and the reduction of the city’s 
streets, on the other, to a battleground of 
a badly organized industry. The industry 
itself is obviously a public utility of pri- 
mary importance to the city’s life; it uses 
the public streets and demands already an 
expensive apparatus of public regulation. 
Yet it has developed a form of organiza- 
tion which seems designed to further every 
interest except that of the public. 

“It is dominated by the large interests, 
most of which reveal an intricate combina- 
tion of manufacturing, selling, and operat- 
ing companies. The same group will manu- 
facture cabs, operate cabs, and sell cabs 
to the independents who are its operating 
competitors. It is interested in the city as 
a market for cabs as well as a market for 
transportation. The independents on their 
side offer ideal ground for all sorts of 
rackets, to the cost of the public, while 
the big companies do not even take an 
employer’s responsibility for their own 
drivers but require them to work on what 
amounts to a partnership basis. The result 
is too many cabs, too high rates, too low 
earnings for the men, too heavy a traffic 
load upon the city’s streets, and too little 
real convenience even for that portion of 
the public which uses the cabs. 

“That this was a situation demanding 
regulation was seen long ago; unfortunately, 
it was also a situation demanding regulation 
of the most intelligent and upright char- 
acter, and all we had then was Tammany. 
Tammany advanced to the task of regula- 
tion in heavy clouds of the customary odors 
of scandal, and, however good Mayor 
Walker’s intentions may have been (in 
spite of the celebrated Sisto bonds), it 
was impossible for any agency set up under 
those auspices to command the absolute 
public confidence which was above all es- 
sential to success. Now, however, that 
great obstacle is removed. The new ad- 
ministration has the power to create a 
regulatory mechanism which people will 
trust and which, as a result, can be ex- 
pected successfully to regulate. The blight 
which, through no fault of its own, vitiated 
the efforts of the old Taxicab Control 
Board has been eliminated; and the basic 
principle that the taxicab industry is a 
public utility existing for the public can 
now be established.” 


T is, of course, one thing to establish 
the basic principle that the taxicab 
industry is a public utility existing for 
the public, and quite another thing 
properly to regulate the taxicab in the 
public interest. In only about six states 


do the state utility commissions have 
substantial regulatory authority over 
taxicabs. 

However, it is probable that an NRA 
code of fair competition for the taxicab 
industry may provide a vehicle for 
regulating, to some extent at least, this 
disorganized public utility group. The 
Blue Eagle has come to the rescue of 
interstate motor bus regulation, as has 
been pointed out elsewhere in the Fort- 
NIGHTLY. It is quite possible that it 
likewise could be of some assistance 
in the present taxicab muddle. 

But before looking further into the 
code situation, it might be well to see 
how others diagnose the ills that have 
kept the taxicab industry in constant 
distress over a period of years. 

Commenting again on the New York 
strike, the Herald Tribune says: 


“The whole strike episode shows again 
with redoubled emphasis that what is need- 
ed is not fighting and juggling over a 
nonexistent “tax”; it is a prompt end to 
the whole tax farce, a return to the old 
fare and then, with the status quo re- 
éstablished, some kind of honest and in- 
telligent regulation of the taxicab industry. 

“Quite early in the Walker administra- 
tion it was apparent that the attempt to 
treat taxicab transportation on the old basis 
of small-business-man-free-competition was 
breaking down. On the one hand, the city 
had to intervene at every point in the 
interests of safety, proper street usage, 
accident liability, and a hundred other 
things. On the other hand, the industry 
was being organized into semi-monopolistic 
combinations fighting for valuable conces- 
sions and other favors from the city while 
being preyed on in turn by minor racket- 
eers. The city was being forced into 
regulation willy-nilly; perceiving this, the 
Tammany government did what it always 
does under such circumstances and pro- 
ceeded to ‘regulate’ in the interest of graft, 
favoritism, political pull, and heaven 
knows what else—because the Seabury in- 
vestigation never had time to get more than 
the beginnings of the story. 

“The result was what it always is: The 
public suffered on the one hand; the drivers 
were reduced on the other to the position 
of extreme economic insecurity and expo- 
sure which they now occupy. In return 
Tammany doled out to the drivers and the 
public its usual small change—‘taking 
care’ of an occasional traffic ticket with 
one of its corrupt magistrates, doing minor 
favors in the clubhouse, passing out tips 
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and tremulous oratory—while drivers and 
public, as usual, permitted themselves to 
be duped. The results, unfortunately, are 
not such as Mayor LaGuardia can cure by 
any jugglery of a fictitious ‘tax.’ They can 
be cured only by a regulation of taxicab 
transportation—an industry shot through 
with public interest—in the public interest.” 


y ge New York Times likewise 
stressed the need of taxicab regu- 
lation when it said in a recent editorial: 
“What the industry needs in New York 

is integration, regulation, escape from the 


menace of cut-throat competition, and a fair 
return to driver, owner, and public alike.” 


High rates appear to be the chief 
cause of taxicab troubles in some locali- 
ties, while in others it is said that low 
rates are responsible for the industry’s 
ills. In the first instance, witness the 


fully the applications of any rival cab lines 
seeking permission to operate here. 

“Other cities’ experience with the driver- 
rental system hardly recommends it to 
Pittsburgh. Baltimore and Washington 
have tried it with rather disastrous results. 

“In those two cities, the influx of driver- 
rental companies brought a flood of taxis 
on the streets, with a resultant increase in 
accidents and traffic congestion. 

“ae drivers, forced to meet their daily 
fixed rental charge, had to operate their 
cabs for stretches of as much as eighteen 
hours a day. The inevitable fatigue led 
to carelessness and reckless driving. One 
Baltimore company ran up a score of 84 
accidents (3 fatal) in eighty-four days. 

“Worst of all, the company disclaimed all 
liability, passing it on to the unfortunate 
drivers, who were usually too impoverished 
to meet any damage claims. As a result, 
passengers who were injured got nothing.” 


In contrast to the foregoing opin- 


case of Pennsylvania’s eastern and ions, the (Madison) Wisconsin State 
western metropolises. The Philadelphia Journal is campaigning for a higher 
Record, in commenting upon the settle- priced transportation service that “will 
ment of a taxicab strike in that city, take care of emergency calls like trains. 
Says: sickness, and important engagements.” 
“The fundamental cause of that strike, The Journal also views the public 
however, has not been settled. It cannot be transportation — service situation in 
settled until— Madison as a battle of the survival of 


“Philadelphia’s taxi rates come down. 

“Pennsylvania’s public service commis- 
sion should not discontinue its inquiry into 
this city’s taxi situation. For unless the 
issues behind the strike are met, the present 
settlement may only prove a truce. 

“Drivers cannot earn a living wage under 
the present set-up. P. R. T. (Philadelphia 
Rapid Transit) insists that it cannot in- 
crease those wages because its cabs do not 
earn a profit. 

“But the reason the cabs don’t pay is 
because the rates do not invite the public 
to use them widely as a transport agency. 

“Taxicabs have ceased to be a luxury. 

In other cities, where taxis are 
run as public utilities should be run—the 


home a decent week’s pay. 


the fittest. It says: 


“We don’t deem it a function either of 
the city or the state, to save a public utility 
from legitimate competition. "We feel the 
necessary service should be rendered by 
any organization that contributes to city 
transportation. 

‘But as to the general transportation 
situation, this paper is not a partisan be- 
tween the several cab companies or between 
the cab companies and the street car com- 
pany. We seem to be in a state of transi- 
tion, out of which, everyone hopes, there 
will be evolved a sound and practical sys- 
tem of city transportation.” 


cabs show a profit and the drivers take ie view of the antuve of ths tenia’ 


“Philadelphia’s taxi rates are the highest 


industry’s troubles it would appear 


of any large city in the East. And in addi- that a code of fair competition would 
tion, they tax the rider even when the cab he vital not only to the welfare of the 
saat taxicab industry, but also to all local 


ITTSBURGH also is entitled to relief transportation utility services. 


from the present taxicab monopoly’ 


This opinion is substantiated by the 


and its high fares, according to the experience of the transit industry. 


Pittsburgh Press. The Press, however, 


Now under a code of fair competition, 


sounds a warning against the evils of this industry appears to be in the para- 


certain lower priced systems as follows: 


“Just the same, council and the public 
service commission should scrutinize care- 
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throat taxicab. Consequently the trans- 
it industry is making every effort to 
have the taxicab business placed under 
NRA code regulation. For some time 
past transit company executives and 
heads of interested labor organizations 
have besieged NRA officials with re- 
quests and appeals for immediate ac- 
tion on a code of fair competition for 
taxicab companies. Decrying the “ruin- 
ous competition” being given street rail- 
ways for cut-rate cabs, the transit in- 
terests have pointed out instances where 
a taxi passenger may ride twenty-nine 
blocks and farther for one 10-cent fare. 

The Code Authority for the Transit 
Industry several months ago sent to 
President Roosevelt a resolution in 
which it complained bitterly over the 
disastrous effect of taxicab competition 
on the transit industry, and asked that 
taxicabs be speedily placed under a 
code. At that time, it was stated that 
unless taxicabs were regulated by code 
without much additional delay, the 
Code Authority would feel compelled 
to recommend that the NRA “grant ex- 
emptions to a great number of mem- 
bers of the industry whose operations 
are now jeopardized by this most un- 
fair competition.” 

As far as can be learned no specific 
exemptions have been recommended 
as yet by the Code Authority. It has, 
however, supported the transit workers’ 
national association in urging three 
major reforms in the taxicab industry: 

1. Regulation of wages and hours; 

2. Establishment of a bonding or in- 
surance system for the protection of 
riders and pedestrians in case of acci- 
dent, and 

3. Qualifications of operators as com- 
petent before permission to drive cabs 
is given. 

In the meantime, what, if anything, 
has the taxicab business- itself done 
about a code of fair competition? 


ACK in November, 1933, Adminis- 
trator Hugh S. Johnson announced 
that representatives of approximately 
60 per cent of the organized groups 
within the industry, after two months 


of continuous effort, had unanimously 
agreed upon the provisions of a pro- 
posed code. The agreement, however, 
was short-lived. The majority of the 
members of this care-worn industry 
later found so many things on which 
to disagree that one is reminded of 
Pat’s appraisal of the fair sex. “Wo- 
men,” Pat said, “they’re all alike in 
only one thing and that’s in being dif- 
ferent from one another.” 

The labor on the proposed code, how- 
ever, has not been in vain. A leading 
representative of the taxicab industry 
has pointed out that the effort of the 
NRA to obtain national regulation 
would stimulate constructively munic- 
ipal authorities and other local groups 
to tackle the problem anew with a view 
to devising means for effective local 
regulation and control. 


HE code as at first proposed called 

for the establishment of local code 
authorities with the following duties, 
according to an announcement by the 
NRA: 

“A study of conditions in the community ; 
decision as to the local rate structure; es- 
tablishment of uniform rates on a meter, 
zone, or flat-rate system; control of the 
number of cabs operating in a given area; 
obtaining of municipal legislation where 
necessary; devising ways and means for 
effective enforcement of the code in the 
community; correcting the tricks by which 
liability has been dodged in accident cases 
and make provision for adequate public 
liability, and solution of the cruising prob- 
lem, one of the banes of the industry.” 


The NRA announcement further 
stated: 


“The code proposes to set up a basic 
work week for employees in the industry 
other than drivers. An attempt will be 
made to provide a living wage for drivers 
on the basis of a 54-hour week. 

“Another provision would provide a 
guaranteed minimum of $12 per week for 
cab drivers in the North and $10 per week 
in the South, exclusive of tips and gratui- 
ties, which are recognized as a definite part 
of their compensation. 

“The code specifically declares that this 
guaranteed return to drivers is not to be 
considered as a maximum nor as establish- 
ing a fixed wage plan. On the contrary, 
it is recognized only as a guaranteed part 
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of a driver’s compensation, which accord- 
ing to general practice is on a commission 
basis. In this connection the code says: 

“Tt is the duty and responsibility of each 
local code authority, as hereinbefore pro- 
vided, before establishing this minimum 
wage rate, to bring about such improvement 
in operating conditions, uniform rates of 
fare, and the control of the number of 
taxicabs, as will enable the members of 
the industry to pay such minimum wage 
rate.’ According to the proposed code a 
time allowance of six months after the 
effective date of the code will be permitted 
to allow local code authorities to complete 
their reorganization of the industry. The 
code provides that local code authorities 
must be set up within ten days after the 
effective date of the code.” 


FTER the proposed code was sub- 
mitted and the NRA announced 
that 60 per cent of the industry had 
agreed to its provisions, the minimum 
wage section was withdrawn and NRA 
was informed the industry would not 
agree to any minimum wage. There, 
it seems, the code question now rests. 
It is evident that agreement on a 
minimum wage would be necessary in 
a code, if deplorable working conditions 
among operators of cut-rate cabs are to 
be eliminated. A labor leader, report- 
ing to the NRA on the taxicab situa- 
tion, said: 


“In Chicago during an investigation it 
was shown that men worked a minimum 
of 85 hours a week, going to a maximum 
of 126 hours, which means 18 hours a day 
seven days a week. One taxi driver testi- 
fied and produced commission slips to show 
that he worked for from 80 to 90 cents 
a day. Another driver testified he worked 
13 hours and took in 80 cents, and by the 
time he bought his gas he owed the com- 
pany from which he got his cab 25 cents 
for the privilege of working. It was also 
shown that a driver worked 48 hours at 
the Northwestern station without turning 
in, because he feared to return to the garage 
because of the few fares he had collected. 
This reflects the condition of taxi drivers 
throughout the entire country.” 


Just what the future holds for the 
taxicab industry under a code, or other- 
wise, can only be surmised. But it is 
a safe guess that the big factor in the 
industry, the taxi driver, will not soon 
achieve as prominent a rdle in our coun- 


try’s affairs as has been claimed for 
him in France, the homeland of the 
taxicab. 


T has been said that the Paris taxicab 

drivers are the most typical of 
Frenchmen. As such, their influence 
extends to the very seat of the govern- 
ment itself. At least, so we are told 
in an interesting editorial entitled “Vox 
Klaxon; Vox Populi,” published in 
The Washington Post: 


“Briand was not far wrong when he con- 
sidered the Paris taxicab drivers the most 
typical of Frenchmen. One day, after a 
speech urging rapprochement with Ger- 
many, the newspapers shrieked a demand 
for his resignation as prime minister and 
word came that the demand would be 
echoed in the Chamber. He drove to the 
Palais Bourbon expecting to face a hostile 
house. Dr. Nicholas Murray Butler, who 
tells the story, says that as Briand got out 
of his automobile, fifty or sixty chauffeurs 
were together in a body. The leader walked 
up to him and handed him a large bunch of 
flowers. 

“*Monsieur le President,’ said he, ‘the 
chauffeurs of France are with you.’ 

“Briand’s eyes filled with tears. But 
there and then he knew that when the day 
was over, he would still be president of 


the council.” 
—E. S. B. 


Fewer AND Better Taxicass. Editorial. 
a York Herald Tribune. February 6, 


Tue Drivers Strike. Editorial. New York 
Herald Tribune. February 3, 1934 


Tue Taxicas Strike. Editorial. The New 
York Times. February 3, 1934 


Taxt Waces Can’t Go Up Trt Taxr Rates 
Come Down. Editorial. Philadelphia Rec- 
ord. January 11, 1934. 


Look Berore Leapinc. Editorial. Pittsburgh 
Press. January 21, 1934. 


Tue SurvivAL OF THE Firtest. Editorial. 
Wisconsin State Journal. January 15, 1934. 


LeapInc TAxIcAB Owners REAcH UNANI- 
mous AGREEMENT ON Cope. NRA Release 
No. 

Transit INpustry Protests Cut-Rate Taxi 
Competition. NRA Release No. 2462. 


Vox Kiaxon; Vox Poputr. Editorial. The 
Washington Post. February 2, 1934. 
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The March of Events 





Senate Approves Bill 
on Utilities 


= sessions as a contempt court, the 
Senate on February 9th swiftly approved 
the long-contested Johnson bill to restrict ap- 
peals from public utility rate decisions. 

The Johnson bill, which would curb the 
use of Federal injunctions to hold up rate 
decisions by state regulatory bodies involving 
public utilities, was passed without a record 
vote and sent to the House, after several 
years of controversy. 

Senators Johnson (R., Cal.), the author, 
and Norris (R., Neb.) contended it was 
necessary, to enable public utility commissions 
to carry out the functions for which they 
were created, and fair in that it would con- 
fine the companies to the same legal channels 
open to the regulatory bodies. 

Opponents, led by Senator Austin (R., Vt.), 
held that the bill was an infringement of 
constitutional rights; that it would result in 
the confiscation of private property and tend- 
ed toward government ownership of public 
utilities. 

* 


Economic Development 
Plan Announced 


our Cabinet officers were set to work 

February 14th by President Roosevelt on 
a plan he has cherished for a long time—a 
broad program of national economic develop- 
ment similar to that already authorized for 
the Tennessee valley. 

At a press conference he told reporters 
that Secretaries Wallace, Ickes, Dern, and 
Roper had been chosen to draft a policy 
which, over the span of a half century, may 
bring a new order to the American scene. 

The president believes the development he 
envisions may provide a place for the hun- 
dreds of thousands out of work even in 
normal times and also will help the lot of 
millions of others. 

More than a hint of the development Mr. 
Roosevelt desires was given recéntly in telling 
Chairman Mansfield of the House Rivers and 
Harbors Committee and Representative Mc- 
Duffie (D., Ala.) that he wanted a rivers and 
harbors measure withheld in Congress this 
session. 

Before the session ends, Congress may be 


e 


asked to set up five agencies along the lines 
of the Tennessee Valley Authority. One 
each may be created for the Atlantic, Pacific, 
and Gulf waterways; one for the eastern 
tributaries of the Mississippi, and one for the 
western rivers that flow into the stream. 

These groups would survey the needs of 
their areas and ask Congress for funds. 
Semiofficial estimates have placed the annual 
cost of the national plan at between $400,- 
000,000 and $500,000,000 for an indefinite 
period. 

we 


Power Survey Given Approval 


A= by Senator George Norris 
(R., Neb.) directing the Federal Power 
Commission to make a nation-wide survey of 
electrical power rates was approved on Feb- 
ruary 8th by the Senate Interstate Commerce 
Committee. 

The survey would show rates charged by 
privately and publicly owned electrical power 
companies in every American community. It 
would afford the first authentic nation-wide 
breakdown of power rates, covering urban 
and rural areas, and residential, commercial, 
and industrial charges. 

In a statement to the committee, Norris 
estimated that the survey would cost from 
$200,000 to $300,000. Funds would be made 
available, by presidential order, from public 
works’ appropriations. 


+ 


Utility Executive Salaries 
Listed by ICC 


how salaries ranging from $206,250 for 
the president of the American Tele- 
phone and Telegraph Company, to $60,000 for 
the presidency of the Railway Express Agen- 
cy, were shown by the Interstate Commerce 
Commission on February 19th in a compila- 
tion of all salaries in excess of $10,000 paid 
during 1933 by express, electric railway, wa- 
terway, pipe line, telephone and telegraph, 
and cable companies subject to its jurisdic- 
tion. 

The various salaries were reported to the 
commission in response to a circular of in- 
quiry sent out last December with the under- 
standing that they were to be returned, under 
oath, not later than February Ist. 
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California 


Get Free Electricity in 
Novel Sales Plan 


A* experiment in merchandising of elec- 
tricity, projected by two California util- 
ity companies, is engaging the interest of 
power companies throughout the country. 


. The plan is to give domestic consumers, with- 


out extra charge, all the current they can use 
without waste for two months. 

Conception of the plan is credited to A. 
Emory Wishon, president of the San Joaquin 
Light and Power Company and the Midland 
Counties Public Service Corporatiori. He 
says that if cheaper electricity is found to 
promote a material increase in consumption 
“we will make permanently available to do- 
mestic consumers substantially more electric- 
ity for the same monthly charge they paid 
in corresponding months last year.’ 

April and May were chosen for the test be- 
cause there is in this period a heavy run-off 
of water from the Sierra watersheds and 


e 


production is stepped up to a considerable 
surplus. The customer will pay an amount 
not exceeding what he paid in March. Far- 
mers will participate to the extent that they 
will pay only half the regular amount for ex- 
cess power used during a corresponding pe- 
riod last year for pumping and other agri- 
cultural purposes. 

Results of the experiment, power company 
officials believe, will give some indication of 
what the maximum beneficial consumption of 
electricity in a given area is when the use 
thereof is virtually unfettered by cost con- 
siderations. 

In granting the San Joaquin Light and 
Power Company and its subsidiary, Midland 
Counties Public Service Corporation, the 
right to allow domestic consumers to use all 
the additional energy during April and May 
they desire, the railroad commission issued a 
warning that existing surpluses of electric 
energy, which soon will be augmented by 
power from Hoover Dam and other sources, 
must be utilized. 


District of Columbia 


Phone Accord Reached; 
May Cut Bills 


A" agreement between the public utilities 
commission and the Chesapeake & Poto- 
mac Telephone Company, which fixes the re- 
production cost of the company at $32,150,- 
000, or $1,800,000 less than vad gure of com- 
pany experts, has been signed. 

The accord was reached as the opposing 
attorneys prepared to go into the District Su- 
preme Court on a suit to enjoin the commis- 
sion from enforcing its order for a 10 per 
cent reduction in telephone rates. The effect 
of the agreement, attorneys said, would be 
to remove from controversy the item of re- 
production costs. 

The figure set in the agreement is that 
fixed by experts of the commission. To it 


will be added approximately $2,900,000 to 
represent net additions and betterments to the 
properties since the date of valuation, which 
was December 1, 1931. Should it be decided 
that a 6 per cent figure is the proper return 
for rate-making purposes on the company’s 
investment, the effect of the agreement will 
be a saving of about $108,000 in the annual 
bills of telephone users. 

Since the reduction was ordered in Sep- 
tember, 1932, the telephone company has been 
impounding 10 per cent of its bill collections, 
which amounts to about $750,000. If the 
court decides against the company, this sum 
will be returned to subscribers. 

Two main issues which are still in con- 
troversy are a $6,000,000 difference between 
company and commission a on depre- 
ciation and a $4,000,000 difference in “go- 
ing concern” ane 


e 


Georgia 


Municipal Power Rate 
Regulation Sought 


tS Georgia Public Service Commission 
has undertaken to regulate the rates of 
municipal power plants. A hearing was set 


for April 2nd on the rates charged by all 
cities which either manufacture their own 
electric current for distribution to their citi- 
zens, or buy power and sell it at retail. 

No previous effort to regulate municipal 
rates has ever been made in Georgia. There 
is a wide variation between the schedules of 
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various cities operating lighting systems of 
their own. A large number of such cities 
charge rates, members of the commission 
said, which are sufficient to return a consid- 
erable profit. None of the commissioners 
would say in advance of the hearing whether 
municipalities would be limited, as are private 
utilities, to rates which will produce a fair 
return on the actual investment in property 
devoted to the service. 


we 
Seeks Utility Tax Boost 


| yong by a Federal court injunction, the 
state has dropped its efforts to enforce 
rate reductions ordered by the public service 
commission for customers of eight independ- 
ent Georgia telephone companies, but Gov- 
ernor Eugene Talmadge is proceeding with 
his announced plan for boosting the taxes of 


the utilities involved. The commission re- 
scinded the reduction order which took the 
case out of the court. 

The governor has requested records of the 
tax valuations of the companies involved and 
it is said that the eight companies reported 
their properties worth $553,950 for tax val- 
uation while in court they contended for rate- 
making purposes that the properties are worth 
$1,719,229. It was pointed out that if the 
companies pay taxes on the full amount of 
their rate-making values, it will cost them 
as much or more than they would have cost 
if they had accepted the rate cuts, according 
to the Atlanta Constitution. 

The governor also left in force his orders 
for the removal of all state telephones fur- 
nished by the companies, and his suggestion 
that the people of the territory they serve 
do not have to keep their telephones at the 
present rates “unless you want to.” 


e 


Indiana 


Utility Taxes Studied 


A NEW method for the tax valuation of 
public utility properties—a method that 
will sharply increase valuations from their 
present levels and add several million dollars 
to Indiana tax duplicates—is being studied 
by the Indiana state tax board and likely will 
be placed into effect this spring, according to 
the Indianapolis News. It was estimated by 
Albert F. Walsman, tax commissioner, that 
80 per cent of the utility valuations will be 
increased. Of the remaining 20 per cent, 
many will continue to be assessed at ap- 


proximately the same valuation as last year, 
while there will be reduced valuations in iso- 
lated instances. 

The outstanding feature of the new plan, 
according to Walsman, is that it will for the 
first time establish a uniform method for ar- 
riving at utility valuations. Heretofore the 
state tax board, which is without facilities 
to make an intelligent inquiry to determine 
the taxable value of utility properties, has 
accepted figures submitted by the different 
companies, and then established arbitrary 
valuations for taxation purposes, it has been 
reported. 
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Iowa 


Municipal Rates Raised 


REENFIELD’S municipally owned electric 
plant has informed its customers that 
effective as of January Ist rates will be in- 
creased 20 per cent. The increase was ac- 
complished by removing a 20 per cent dis- 


count on electric bills -which had been in 
effect since October, 1932. In the past ten 
years no privately operated electric utility in 
the state of Iowa has increased rates, al- 
though several municipal plants have made 
increases, according to a statement in the 
Judicial Bulletin. 


e 


Kentucky 


Utility Discontinues Service 


F ORMAL notice has been served by the Ken- 
tucky Utilities Company on the city of 
Middlesboro that all service to the city, in- 
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cluding fire hydrants, street lighting, and any 
other service to public buildings, would be 
discontinued February 17th. 

The notice was the culmination of a 5-year 
controversy between the city and company 
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and followed action of the city commission 
in rejecting a compromise proposal of the 
company for continuance of service. On first 
reading, the commission approved a contract 
with the Public Works Administration for a 
loan and grant of $328,000 with which to 
build a municipal plant. 

The company claims the city is indebted 


to it in the amount of $35,736.15, as of ~ 
cember 31, 1933, for services rendered. 
suit is pending in the circuit court in a hich 
the company seeks payment for service ren- 
dered to August 1, 1933. The city set up a 
counterclaim of an unnamed amount as rental 
for use of streets during the period the com- 
pany operated without a franchise. 


e 


Louisiana 


Moves for Rate Cut 


ARRYING out an election promise, Mayor 
T. Semmes Walmsley and the reélected 
city commission council on February 7th 
made formal demand on the New Orleans 
Public Service, Inc., to show cause within 


ten days why electric light rates in that city 
should not be reduced. 

The company subsequently filed an answer 
purporting to justify the retention of the 
present rate level. The matter was taken 
under advisement by the city commissioner 
of public utilities. 


y 
Michigan 


State Files Answer in 
Edison Rate Case 


HE answer of the Michigan Public Utili- 

ties Commission to the petition filed by 
the city of Detroit and the Michigan Manu- 
facturers’ Association in the Detroit Edison 
rate case has been filed in Ingham Circuit 
Court by Harold Goodman, special assistant 
attorney general. Mr. Goodman made it 
clear that the law makes the office of the 
attorney general the attorney for the com- 
mission and that the answer, which denies 
that the petitioners have made a sufficient 
showing and questions the jurisdiction of 
the court, is the answer of the utility com- 
mission and not the answer of the attorney 
general. 

The commission ordered that the Detroit 
Edison Co. reduce its annual revenues by ap- 
proximately $1,500,000. The Edison Co. ob- 
tained a restraining order blocking enforce- 
ment of the commission edict and later the 
city and the manufacturers’ association peti- 
tioned the court, asking that the order of the 
commission be set aside because the rate re- 
duction was insufficient. 


e 


Governor Ousts Commissioners 


OvERNOR Comstock has moved to oust the 

remaining three commissioners of the 
public utilities commission and replace the 
former five members with three. 

Formal ouster order for three members 
under fire in a public hearing was drawn on 
February 15th against Kit F. Clardy, chair- 
man, and Commissioners Edward T. Fitz- 
gerald and Harry C. McClure. 

The governor announced he would replace 
the ousted members with three new appoint- 
ees. He has accepted the resignations of 
Commissioners Robert H. Dunn and Harold 
J. Waples, and has announced their seats on 
the commission will be left vacant. 

Hope that Waples and Dunn would remain 
for at least a month to train his new ap- 
pointees was expressed by Governor Com- 
stock. He refused to discuss candidates for 
the three vacancies, but declared the man 
he had chosen as chairman would “be a com- 
plete surprise.” 

Following the hearing Governor Comstock 
asserted the bill providing for a 3-man utili- 
ties commission would not be submitted to 
the special session of the legislature. 


Munnesota 


Will Negotiate Gas Rate 


T HE Minneapolis city council on February 
9th adopted the report of its special gas 


committee, notifying the Minneapolis Gas 


Company of its intention to fix gas rates. 
May 11th was set as the day for the coun- 
cil meeting on the rate situation. 
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Such action is required under terms of the 
franchise, it was explained. Following the 
granting of an injunction in Federal court 
barring the city of Minneapolis from putting 


e 


into effect a 19.4 per cent reduction of cur- 
rent gas rates, it was decided to negotiate 
the matter rather than enter into more 
litigation. 


New Jersey 


New Utility Board Sought 


ENATE President Clifford R. Powell in- 
troduced on February 19th a bill provid- 
ing for an elective public utility commission. 
The terms of the present members, named 
by the governor, would be terminated by the 
bill at the end of the year and three members 
elected in November would replace them. 
The new members would receive $7,500 a 
year. The salary now is $12,000 annually. 


e 


Candidates for the board would be required 
to enter the primary election the same as 
aspirants for other elective offices. The first 
group named would be for terms of two, 
four, and six years, respectively, after which 
the terms would be for six years. 

All of the duties of the present board would 
be transferred to the new body. A statement 
attached to the measure asserts the purpose 
is to create a commission directly responsible 
to the voters. 


New York 


Lehman Urges Rural Power; 
P. S. C. Supports Bills 


Oy ~ty: to the farmers of the state his 
fight for more eomplete control of public 
utilities, Governor Lehman, in an address at 
the annual farm and home week of the Cor- 
nell State College of Agriculture, advocated 
an expansion of regulation which would in- 
sure electric service for every farm in the 
state, whether through municipal ownership 
or some other form of operation. He spoke 
to an audience filling Bailey Hall. 

The governor declared it “the especial re- 
sponsibility of the state to protect the in- 
terests of its citizens to insure, by some means 
or other, an equitable and fair distribution of 
electric light and power.” He asserted there 
should be a clarifying of law to give the pub- 
lic service commission more control, but re- 
frained from alluding to the twelve-point 
utility program, including municipal owner- 
ship, which he urged in his annual message 
to the legislature and on which there will be 
a public hearing at Albany. 

The governor declared that if private op- 
eration of utility services did not bring fair 
rates, “the people will demand some other 
form of operation.” , 

Emphatic support of Governor Lehman’s 
program of public utility legislation is voiced 
in the annual report of the public service 
commission, which would be greatly strength- 
ened by the proposed bills in its power 
to regulate utility companies. The report em- 
phasizes especially the desirability of the two 
bills to authorize the commission to assess 
part or all of the cost of investigations against 


the companies affected, and to extend and 
clarify the powers of the commission to fix 
temporary rates. These were among the bills 
proposed at two sessions of the legislature 
last year, and they were killed both by the 
Republican assembly and the Democratic 
senate. 

The commission’s annual report also made 
a suggestion that public utility companies are 
making a concerted effort to tie the hands of 
the public service commission through liti- 
gation in cases that have been nearly all won 
by the commission in the higher courts. 


¥ 


Company Hints Rate 
Rise Plea 


A* adjustment of rates to compensate for 
further increases in costs of labor and 
operating materials definitely indicated for 
1934 is receiving the “active consideration” 
of the trustees and officers of the Consolidat- 
ed Gas Co., George B. Cortelyou, president 
of the. company, has informed stockholders 
in his annual report. 

“Further increases in the costs of labor and 
operating materials during 1934 are definite- 
ly indicated,” Mr. Cortelyou stated, “and it 
seems imperative that some means of com- 
pensating for these increases by the adjust- 
ment of rates be devised. The matter is re- 
ceiving the active consideration of your trus- 
tees and officers.” 

The company at the present time is oppos- 
ing in the courts an order of the public serv- 
ice commission issued in the fall of last year 
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reducing rates about $9,000,000 on an annual 


basis. 
It is evident that the utilities will be among 


e 


the last to derive the benefits of a national 
recovery, which they were among the first 
to help promote, Mr. Cortelyou said. 


Ohio 


Hopple Keeps Job 


PPRECIATION of the confidence Governor 
George White had in him as a member 
of the public utilities commission was ex- 
pressed by E. J. Hopple, chairman of the 
commission, following refusal of the governor 
to oust him as requested by councils in sev- 
eral Ohio cities. Hopple’s statement, follow- 
ing receipt of a communication from the 
state’s chief executive, in which the latter 
declared that evidence submitted in the case 
did not warrant his removal, was very brief. 
“Permit me to say I appreciate your con- 
fidence in me. You appointed me to the 
commission to do my duty and this I shall 
do in the future as I have in the past. My 
decisions in matters before the commission 
will be rendered fairly, impartially, and with- 
out prejudice and upon the law and facts in 
the case.” 
aa 


Speedier Action Sought 


R= case action before the public utilities 
commission may be speeded if the gen- 
eral assembly adopts a measure now before 


the Ohio senate utilities committee. The 
measure, introduced by Senator Paul Yoder 
(D.) of Dayton, would require the commis- 
sion to hire special counsel, engineers, and 
other experts to settle rate cases within one 
year after their filing date. 

Should no decision be reached within the 
year, either side in the rate case would be 


e 


authorized to carry the matter directly to the 
supreme court, and in the event neither side 
took any steps in this direction, the rates es- 
tablished by the municipal ordinances in each 
case would prevail. 

ve 


Company Seeks Rehearing 


HE Ohio Bell Telephone Company has 

filed with the commission a request for 
a rehearing on that body’s recent rate reduc- 
tion and refunding order. 

For nearly ten years, the question of the 
company’s valuation and the justice of its 
rates was weighed by the commission. On 
January 16th, the commission, in a two-to- 
three decision, ordered the valuation set at 
$93,707,488 as of June, 1925; directed the re- 
funding of $13,000,000 in subscribers’ rates 
collected for nine years in 46 ex and 
called for new rate schedules affecting the 
180 communities served by the company. 

The company answered that the orders 
were confiscatory and would be a violation 
of the Fourteenth Amendment. 

(Principally, the company contended, the 
utilities commission found that the company’s 
return for 1933 was fair and reasonable but 
that the rate reduction order proposed to cut 
rates below those charged for 1933. 

The $126,000,000 figure set by the commis- 
sion as the valuation last year was held by 
the company to be at least $30,000,000 below 
the ig value of the company’s property, it 
is said. 


Oregon 


Budget Order Halted 


A TEMPORARY restraining order has been is- 
sued by the Federal court in Portland, 
Ore., against the order of Charles M. Thom- 
as, public utilities commissioner of the state, 
reducing salaries and disallowing manage- 
ment fees and certain donations proposed in 
the budgets of Northwestern Electric Com- 
pany, Pacific Power & Light Company, and 
Portland Gas & Coke Company. 

_ By stipulation it has been ruled that hear- 
ing on the petition for temporary injunction 


will be held before a 3-judge court. The 
commissioner’s order protested by these three 
companies was issued early in January along 
with a number of similar orders affecting 
other companies operating in the state, strik- 
ing out of operating budgets of these compa- 
nies various items of proposed expense. The 
commissioner stated that he had no objection 
to the payment of these items out of surplus 
belonging to the stockholders, but he disal- 
lowed them in so far as they affected the 
rate of return of the companies for rate- 
making calculations. 


367 





PUBLIC UTILITIES FORTNIGHTLY 


Pennsylvania 


Susquehanna Sold Out in 
Water Bill War 


A croup of Susquehanna’s leading business 

men let the sheriff sell them out on Feb- 
ruary 8th in protest against increased water 
rents. 

A newspaper plant, including presses worth 

ag was sold for $57.77 to satisfy a water 
bill of '$22.70. 

A valuable residence was knocked down 
for 81 cents to satisfy a bill of $108. 

A lumber yard, with lumber and building 
supplies valued at $50,000, was sold for $7.98 
to satisfy a bill of $700 

A garage, with three automobiles, was sold 
to satisfy a water bill of $145. 


e 


The sale was a climax to a citizens’ strike 

that started May 1, 1931, when the Cana- 
wacta Water Supply Company imposed an 
increase in rates. Since that time, local con- 
sumers have refused to pay more than the 
amount required under the former water 
rates. 
In the sheriff’s sale, the water concern’s 
bidders were frozen out by townspeople, with 
the aid of a friendly sheriff. All the prop- 
erties were turned back to the original own- 
ers. 

Negotiations are pending for the amicable 
settlement of the controversy. Several con- 
ferences have been held attended by repre- 
sentatives of the water company and the local 
Business Men’s Association, according to the 
Philadelphia Record. 


South Carolina 


Data on Fees Asked 


HE railroad commission has called on 

electrical utilities in South Carolina to 
furnish a statement showing various expend- 
itures including sums spent for attorneys’ 
fees, executives’ salaries, lobbying and “in- 
fluencing public opinion.” 

The order, signed by Thomas H. Tatum, 
chairman of the commission, says the infor- 
mation is requested because of demands by 
certain members of the legislature and be- 
cause public interest requires it. Tatum said 
the information would be kept on file for use 
by the commission in rate making. 

The information sought is not intended to 
refer to managers or minor employees en- 
gaged in the regular business of furnishing 
service to the public, the order said. 

Itemized statements, with dates and names 
of persons to whom money was paid, are 
asked, however, for attorneys’ fees, engineer- 
ing fees, accountants’ fees, salaries of execu- 
tives, and compensation “for, or an account 
of any service rendered or to be rendered for 


e 


the purpose of, in any way, influencing legis- 
lation, regulation, or public opinion.’ 

The information sought takes in_ opera- 
tions of the companies in South Carolina 
since January 1, 1931. Statements are asked 
also for expenditures during rate investiga- 
tions by the commission. 


5 
Santee-Cooper Plan Approved 


I* a rush of action on the last day of the 
sixth week of the legislative session, on 
February 16th the house judiciary committee 
returned a majority favorable report with an 
amendment on a bill of Representative 
Glymph of Oconee to develop the Santee- 
Cooper project through a state authority. 


The amendment, drafted after a public 
hearing on the development, was said to in- 
corporate suggestions of the PWA, from 
which money to undertake the project would 
be obtained without pledging the credit of 
the state. 


Tennessee 


To Colonize in Brazil 


ECAUSE waters of the reservoir to be cre- 

ated by Norris Dam will inundate their 
homes and farm lands, 200 farmers living in 
the vicinity are planning to emigrate to Brazil 
and form a colony there, according to the 
New York Times. 


Manny Miller, an “oldest resident” and 
leader of the group of 200 friends and rela- 
tives, said he had written to the Brazilian 
Legation in Washington asking for land for 
exploitation by the Tennessee mountaineers. 

“We want to get out of the country,” Mil- 
ler said, “and we think we might like the 
change in climate.” 
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Election Lists Probed 


N investigation of petitions asking an 

election on a Fort Worth municipal 
power plant will be taken up by the Tarrant 
county grand jury, Assistant District Attor- 
ney Dawson Davis announced. The follow- 
ing four witnesses are to be summoned: 
President Duncan and Vice President Thom- 


= 


as, of the Texas Electric Service Company, 
and Councilman Martin, and likely William 
Monnig. 

Mr. Monnig asked for the investigation 
when the light company put 100 employees 
in the field and, after checking some of the 
petition signers, declared a number of the 
names signed had not been authorized by 
their owners. 


Washington 


Gas Rate Cut Ordered 


EDUCTIONS averaging 3 per cent in the 

major residential rate schedules of the 
Seattle Gas Company have been ordered by 
the state department of public works. The 
department fixed February 15th as the effec- 
tive date. The reductions will amount to a 
saving of $49,000 a year to patrons, E. K. 
Murray, director of the department, said. 
The department, however, held the company 
is entitled to collect the city of Seattle’s 3 


per cent occupational tax from its customers. 
At the same time the department slashed 
od company’s rate base valuation to $8,075,- 


In ordering the reductions, affecting the 
bulk of the Seattle Gas Company’s residential 
customers, the state department of public 
works disposed of one of the major cases 
developed by it in its statewide investiga- 
tion of rates and valuations of private power, 
water, and gas utilities, according to the 
Seattle Times. 


v 
West Virginia 


Senate Passes Ownership Bill 


A BILL with a title authorizing municipally 
owned electric light plants was passed 
by the senate on February 15th by margin 
of one vote over the opposition of its sup- 
porters. The vote was 12 to 11 with seven 
absent. Advocates turned against the meas- 
ure with a stinging attack that amendments 
attached to it by the senate crammed it with 
eae hypocrisy” and made it unwork- 
able. 

Previously passed by the house, the bill 
returns there to face certain opposition by its 
sponsor Delegate Holt (D., Lewis), chairman 
of the house utility investigating committee. 
Holt said the purpose of the senate amend- 
ments was to destroy the bill and to permit 
“some senators a chance to say they voted 
for a municipal power bill that really isn’t 
one,’ 

The senate amendments, adopted amid 
charges that they were written by utility lobby- 
ists to kill the bill, included one requiring a 
certificate of necessity from the public service 
commission before a municipality could vote 
upon the question of municipal ownership; 
another making municipally owned power 
plants as well as their revenue bonds sub- 


ject to taxation, and a third placing restric- 
tions upon the parts of existing systems that 
cities may take over. 


* 
Gas Case to Supreme Court 


PETITION for a writ to restrain a com- 

missioner appointed by the Ohio county 
circuit court from proceeding to determine 
whether excess payments were made for gas 
in Wheeling from 1927 to 1931 has been sub- 
mitted to the supreme court. The writ was 
asked by a group of consumers against Cir- 
cuit Judge J. Harold Brennan and Thomas 
P. Hardman, special commissioner. 

The original suit in Ohio county was based 
on an agreement made in 1924 to increase gas 
rates from 40 to 52 cents for three years. 
The higher rates remained in effect after the 
agreement expired and suit was filed by con- 
sumers to recover the difference between the 
two rates after 1927. The case has been in 
and out of the courts and the public service 
commission since 1931, when the commission 
entered an order impounding payments in 
excess of 38 cents a thousand cubic feet pend- 
ing final determination of the case. 
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The Latest Utility Rulings 





Federal Commission Power over Nonnavigable Streams 


HE United States Supreme Court, 

following its policy to refrain from 
advisory opinions, denied the petition of 
the Appalachian Electric Power Com- 
pany to review a district court’s refusal 
to consider objections to the authority 
exercised by the Federal Power Com- 
mission over hydro projects on streams 
which are not navigable in fact. The 
stream in this case was the New river 
in Virginia. The Federal Power Com- 
mission took the position that where 
such streams affect the flow of navi- 
gable streams (in this case the Kana- 
wha river), the jurisdiction of the com- 
mission is warranted under the general 
intent of the Federal Water Power Act 
to regulate hydro developments affect- 
ing navigable streams. 

The Supreme Court’s action leaves 
the legal question yet to be settled. A 
decision in this case would have been 
a declaratory or advisory one, because 
no actual construction on New river 
had been begun by the company when 
the suit was filed, although it had spent 
about $1,500,000 in preparing to build 
the plant, including expense of surveys, 
promotion, and so forth. 

The Federal Power Commission offi- 


e 


cials were reported to be expecting that 
the Appalachian Company will begin 
actual construction work without first 
obtaining a license from the commis- 
sion in order to obtain a decision. The 
commission has announced it will at 
once file suit to restrain the company 
if such work is begun without a li- 
cense. The state of Virginia joined 
the Appalachian Company in challeng- 
ing the jurisdiction of the Federal gov- 
ernment. The state insisted that it had 
exclusive authority over nonnavigable 
streams within its boundaries. 

The suit was first brought in the 
Federal District Court for Western 
Virginia, which held the commission 
could compel the company to take out 
a license. The United States Circuit 
Court of Appeals held the lower court 
should have dismissed the suit and took 
the same position as the United States 
Supreme Court in the more recent de- 
cision, to the effect that a party pro- 
posing to develop a hydro power site 
must first show that it has been in- 
jured by the Federal Power Commis- 
sion before it is entitled to injunctive 
relief. Appalachian Power Co. et al. 
v. Federal Power Commission. 


Municipal Plant Competition with Private Utility Approved 


HE Wisconsin commission, in a 

precedent-setting order, for the 
first time in the 27-year history of state 
utility regulation, authorized a munic- 
ipality to compete with a privately 
owned public utility. The commission 
authorized the village of Hustisford to 
furnish electric service in competition 
with a private electric utility operating 
in that community. The commission 


stated that the private utility had “so 
overbuilt its property by alleged invest- 
ment, according to its figures, that it 
is not longer practicable to render serv- 
ice at a reasonable cost.” The village 
planned to build a distribution plant and 
buy its electricity at wholesale from the 
private utility for redistribution to Hus- 
tisford customers. 

In authorizing the village to compete 
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with the private utility, the commission 
used for the first time its hitherto 
dormant powers written in the state 
law in 1907, which gave utilities a 
monopoly in communities they serve, 
subject to power of the state regulatory 
body to authorize competition where 
privately owned utilities resisted efforts 
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to establish reasonable service at rea- 
sonable rates. The commission decided 
that such a situation had arisen in Hus- 
tisford. The opinion accused the pri- 
vate utility owners of having been “ex- 
travagant in their spending of money 
on the utility plant.” Re City of Hus- 
tisford. 


7 
Refund in Ohio Rate Case Upheld 


DECREE upholding rates -fixed by 

the state utilities commission for 
the Warren Telephone Company and 
providing a minimum refund of $90,000 
to be paid over a period of five years, 
was on file February 13th in Federal 
court. The court found the valuation 
of the property as fixed by the commis- 
sion to be not unreasonable, inadequate, 
or confiscatory, and that rates fixed by 
the commission “should and will pro- 
duce” a reasonable net revenue. 

The court order affirms the commis- 
sion’s fixing of reduced rates as of 
November 1, 1931, and provides for 
refund of excess collected between Oc- 
tober, 1928, and November, 1931. The 


commission ordered a refund in a lump 
sum, but the court settlement provides 
for the refund in five annual payments 
of $18,000, to be made by credits on 
monthly bills. Under the present set- 
up, the court found, the company can 
refund at least $90,000 and, pending 
improvement in business, provided a 
maximum of $152,000, the most that 
may be refunded in any event. 

The entry was approved at Cincin- 
nati by Judges Xenophen Hicks, C. C. 
Simons of the United States Circuit 
Court of Appeals, and Judge Benson 
W. Hough of the District Court in 
the city of Columbus. Re Warren 
Telephone Co. 


e 
Unwarranted Dividends May Be Recaptured 


HE Alabama commission has or- 
dered the National Power and 
Light Company to appear at a hearing 
March 29th to show cause why it should 
not be required to refund $3,200,000 in 
common stock dividends of the Bir- 
mingham Electric Company, to the lat- 
ter company. The payments in ques- 
tion were made to the National Power 
and Light, a holding company, on Bir- 
mingham Electric Company common 
stock held by it, following the sale of 
gas properties. 
Informal demand for the repayment 
of the $3,200,000 to the Birmingham 
Electric Company has been made by 


2 


the commission, its order set out, and 
both the Birmingham Electric Com- 
pany and the National Power and 
Light Company were ordered to sub- 
mit answers to the public service com- 
mission not later than the first of 
March. 

The public service commission or- 
dered both the Birmingham Electric 
Company and the National Power and 
Light Company to show all accounts 
and payments between the utility and 
the holding company arising out of the 
sale of the gas properties since April 
29, 1929. Re National Power & Light 
Co. et all. 
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Unauthorized Use of Phone Service for Radio 
Broadcasting Prohibited 


,'’ interesting case involving the un- 
authorized use of telephone facili- 
ties for radio broadcasting purposes 
recently arose before the Pennsylvania 
commission. On November 19, 1932, 
a college football game was being 
played at Uniontown. A long-distance 
call was placed by an agent of a radio 
broadcasting station from a telephone 
in Uniontown at a point near the foot- 
ball field. The bell box of the tele- 
phone was opened and a microphone 
substituted for the ordinary telephone 
mouthpiece. The circuit thus estab- 
lished was continued over the telephone 
company’s lines to a residence in Wash- 
ington, Pa., where a bell box of the 
telephone at the receiving station was 
opened and a connection made to a 
radio broadcasting circuit. By this 
means station WNBO was able to 
broadcast the football game—that is, 
until telephone officials became suspic- 
ious that unauthorized attachments 
were being used in connection with 
telephone facilities. An investigation 
was made and the broadcast was in- 
terrupted by cutting the line of the 
Washington subscriber. 

A complaint by the radio broadcaster 
to the Pennsylvania commission against 


the telephone company resulted. The 
commission held that the telephone 
company operating under a rule ap- 
proved by the commission which pro- 
hibited the use of foreign and unauthor- 
ized equipment in connection with tele- 
phone facilities is justified in interrupt- 
ing and discontinuing telephone service 
of the subscriber under such circum- 
stances. 

The complainant then objected that 
the telephone company’s rates for the 
use of its facilities for radio broadcast- 
ing were excessive. On this point the 
commission ruled that, in view of con- 
gressional acts and court decisions hold- 
ing that radio broadcasting and “facili- 
ties used therein” are subject to ex- 
clusive control of the Federal govern- 
ment, a state commission has no juris- 
diction over the rates and facilities used 
in connection with telephone circuits 
which carry a radio broadcast program 
during the period they are used for that 
purpose. Other objections by the com- 
plainant against the telephone com- 
pany’s general rate structure were over- 
ruled for lack of evidence. John 
Brownlee Spriggs et al. v. Bell Tele- 
phone Company of Pa. (Complaint 
Docket Nos. 9425, 9462.) 


= 


Court Bars Municipal Plant Not Required in the Public Interest 


NE of the first court actions to 
O arise under the provisions of the 
new Indiana law (§ 10, Chap. 165, Acts 
of 1933) authorizing the courts of that 
state to review the propriety of a mu- 
nicipality entering a utility business in- 
volved an attempt by the town of 
Chesterton to establish’ a municipal 
power plant and to acquire the local 
properties of the private concern op- 
erating there. 

The case was brought by the private 
utility for the purpose of “securing a 
judicial review and determination of 
the question whether public convenience 


and necessity require the construction 
of a municipal power plant to furnish 
electricity to the town of Chesterton.” 
The Porter County Circuit Court, in an 
opinion by Judge Ben Rees, decided in 
favor of the utility. The opinion point- 
ed out that the electric service furnished 
by the private utility was adequate and 
that the municipality had not made any 
recent attempt to secure a reduction of 
rates from the state commission. The 
court also observed that the town had 
no information as to the cost of the 
proposed project or its operation, and 
had no information as to the rates 
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which would result if a municipal plant 
were put into operation. 

Since, therefore, the evidence did not 
disclose that the proposed municipal 
utility would be able to supply the town 
with electric service at the same or 


e 


lower rates already charged for ade- 
quate service therein, public conven- 
ience and necessity did not require the 
construction of the municipal plant. 
Northern Indiana Public Service Co. v. 
Town of Chesterton. 


Rates to Rural Consumers Contributing to Utility Plants 


yy Wisconsin commission has re- 
cently dealt with the often difficult 
problem of rates and refunds to utility 
consumers who have contributed to 
construction of facilities used to serve 
them. 

In order to settle the question of 
the utility’s liability to refund to such 
customers their contributions, two rural 
electric rate schedules were provided: 
(1) a rate, applicable to customers to 
whom no refunds are made, which does 
not include a return to the utility on 
that portion of the property financed 
by customer contributions; (2) a rate, 
applicable to consumers receiving re- 
funds, which may include such a return 
to the utility. The commission added 
that rural consumers who have con- 
tributed to the construction of facilities 
of a utility used to serve them are not 


e 


entitled, upon being refunded the 
amount of such contributions, to inter- 
est thereon where they have received 
an interest credit by paying rates which 
did not provide for a return on the 
property financed by the customers’ 
money. 

The commission refused to approve 
of a refund of contributions to line ex- 
tensions, made by rural consumers, to 
the predecessor in title of an electrical 
utility with the understanding that the 
present owner would capitalize the 
amount of such refunds, thereby caus- 
ing the rural property in effect to be 
doubly capitalized. The utility operator 
had objected that it purchased the plant 
from its predecessor presumably free 
and clear from all encumbrances. 
Oscar E. Ihle et al. v. Northern States 
Power Co. (2-U-402.) 


Other Important Rulings 


tz Ohio Supreme Court has held 
that the commission of that state 
has the power to require telephone com- 
panies to disclose the cost to them of 
furnishing cradle or hand-set service 
and to fix an amount to be charged by 
the company for special rental for such 
instruments by subscribers desiring 
them, even though the cities being 
served by the companies were given 
no notice of the proceedings. The 
court pointed out that the hearing was 
a “charge-fixing’ and not a “rate- 
making” proceeding. It was observed 
that the use of such special instruments 
was voluntary with the subscriber and 
that the extra charge was a tariff item 
which the commission had power to 


investigate independently of the rate 
fixed by it prior to the inauguration 
of such special service. The commis- 
sion’s order had directed the company 
to charge 25 cents a month, or a total 
amount of $9 for a period of three 
years of continuous use. City of Cleve- 
land v. Public Utilities Commission. 
(No. 24253.) 


The supreme court of Nebraska has 
held that the railway commission of 
that state has jurisdiction over the 
street railway system of a city which 
has been granted the right to govern 
its municpial affairs by home-rule char- 
ter, notwithstanding the rule that such 
cities are not subject to state legislation 
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